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PETROBANK ENERGY AND RESO¥RCESLEP. TO PRESENT AT THE
FIRSTENERGY/SOCIETE GENERALE ENERGY{

Calgary, November 9, 2006/CNW/ - Notification of live webcast event:

Petrobank Energy and Resources Ltd. (TSX /OSLO : PBG)
Live webcast presentation -
Tuesday, November 14, 2006, 9:45 AM EST (7:45 AM MST)

To listen and view this online event, please visit;

http://www firstenergy.com/conf/EG06/PBG.html

The presentation will be available in an archived version at this link for 30 days following the live
presentation. '

For more information on the webcast please visit www.firstenergy.com or contact:

Petrobank Energy and Resources Ltd.
Investor Relations

Ph: 403-750-4400

Email: ir@petrobank.com

For more information please contact:

John D. Wright, President and CEQ,

Chris J. Bloomer, Vice-President Heavy Oil and CFQ, or
Corey C. Ruttan, Vice-President Finance

Telephone: (403) 750-4400
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PETROBANK

ENERGY AND RESOURCES LTD.

Cafga;'y, Alberta — November 13, 2006 — (T SX: PBG, OSLO: PBG) Petrobank Energy and Resources Ltd.
(“Petrobank” or the “Company”) is pleased to announce third quarter financial and operating results. The
Company’s third quarter 2006 interim report, including financial statements and management’s discussion
and analysis, is available on the Company’s website at www.petrobank.com, filed on SEDAR at

PETROBANK ANNOUNCES THIRD QUARTERRESULTS AND
CONTINUED SUCCESS AT WAKFE S

www.sedar.com, and filed on the Oslo Bgrs website at www.oslobors.no.

HIGHLIGHTS
The third quarter results are highlighted as follows:

At our WHITESANDS project we began combustion operations and produced first

' oil from the world’s first THAI™ well pair, initiated the Pre-Ignition Heating
Cycle (“PIHC”) on the second of three well pair and drilled five successful
' exploration wells on our oil sands leases.

~ The Company drilled 46 (40.5 net) corivem_ional oil and gas wells in Canada.

- Conventional production averaged 4,939 boepd in the third quarter of 2006, a 40
. percent increase over the comparative 2005 period.

' Funds flow from operations increased 67 percent to $14.8 million.
* Net income increased by 63 percent to $5.2 million.

. In July 2006, the Company closed a new $120 million credit facility and used a portion of the
proceeds to repay the remaining $50 million of 9% subordinated notes that were outstanding.



FINANCIAL & OPERATING HIGHLiGHTS

Three months ended Nine months ended
September 30, % September 30, %
2006 2005 | change 2006 2005 | change
Financial
($000s, except where noted)
Oil-and natural gas revenue 24,639 17,983 37 713,499 42571 73
Funds flow from operations ¥ 14,788 8,877 67 45368 16,848 169
Per share — basic (3) 0.22 0.15 47 0.68 0.29 134
— diluted ($) 0.21 0.15 40 0.66 0.29 128
Net income 5,169 3,170 63 20,486 7,624 169
Per share - basic (3} 0.08 0.05 60 0.31 0.13 138
' — diluted (3) 0.07 0.05 40 0.30 0.13 131
Capital expenditures ' 57,904 32,094 80 158,356 59,716 165
Total assets 395,654 215,829 83 395,654 215,829 83 .
Net debt @ 70,366 54,526 29 70,366 54,526 29
Common shares outstanding, end of
period (000s) :
Basic 67,293 59,148 14 67,293 59,148 14
Diluted ' 71,346 64,333 11 71,346 64,333 11
Operations @ '
Canadian operating netback ($/boe except where noted) ‘
Natural gas revenue ($/mcf) 5.39 8.25 (35) 6.23 7.03 (11)
Qil and NGL revenue ($/bbl) 72.13 65.50 10 64.52 60.16 7
Oil and natural gas revenue ) 44.28 53.07 (17) 44.61 45.34 (2)
Royalties 6.00 10.41 (42) 6.94 9.24 (25)
Production expenses .8.63 5.81 49 6.47 6.52 (1)
Transportation expenses 0.42 1.08 61) 0.43 1.20 (64)
Operating netback 29.23 3577 (18) 30.77 28.38 8
Colombian operating netback ($/bbl) 'y :
Qil revenue 64.58 60.24 7 63.20 53.97 17
Royalties 5.16 4,82 7 5.07 4.32 17
Production expenses : 7.80 9.41 (17) 7.56 9.3} 19)
Operating netback _' 51.62 46.01 12 50.57 40.34 25
Average daily production |
Canada — natural gas (mcf) 10,578 11,485 8) 13,267 10,805 23
Canada — oil and NGL (bbls) 756 551 37 802 381 110
Total Canada (boe) 2,519 2,465 2 3,013 2,182 38
Colombia — oil (bbls) 2,420 1,073 126 2,133 1,056 102
Total Company (boe) 4,939 3,538 40 5,146 3,238 59

M Calculated based on cash flow before changes in non-cash working capital and asset retirement obligations settled.
@ Includes working capital (deficiency) and subordinated notes. The subordinated notes were repaid on July 31, 2006.
@ 6 mef of natural gas is equivalent to 1 barrel of oil equivalent (“boe™).

@ Canadian sales prices are shown after forward gas sales contracts.




OPERATIONAL UPDATE

Heavy Qil Business Unit !

THAI™ combustion operations at WHITESANDS during the third quarter of 2006 continued to confirm
the effectiveness of the THAI™ technology in our first well pair. Two additional key operational
milestones were achieved in the third quarter with the initiation of the Pre-Ignition Heating Cycle
(“PIHC") on the second well pair and the shipment of the first produced oil from the project.

Air injection and combustion was initiated on the first of the three project wells on July 20, 2006, and we

have been continually injecting air into the vertical well of this center well pair. During the first three
weeks of air injection, in-situ combustion lgmtlon was confirmed as we measured various indicators of
the combustion reaction, including significantly rising temperatures in the reservoir zone, production of
combustion gases and rising horizontal well bore temperatures. This trend continued through the third
quarter with recorded reservoir temperatures reaching as high as 800 degrees Centigrade. Combustion gas
analysis consistently demonstrated a high ratio of carbon dioxide to carbon monoxide, indicating a very
high level of conversion of oxygen, hydrocarbon gases indicative of thermocracking of oil in-situ, and
free hydrogen generated from high temperature reactions, all indicators of efficient high temperature
combustion. These data also suggest that we are upgrading the oil in-situ. We are very early in the process
of bui]ding out the combustion front in the first THAI™ well pair and estimate that only approximately
7,000 m of the reservoir has been affected by combustion at the toe of the horizontal well, which is less
than one percent to total reservoir volume expected to be affected by combustion over the life of each
THA]."rM well pair.

Since ‘initiating THAI™ production operatlons the gross production capability from the first horizontal
well has consistently exceeded 1,000 barrels of fluid per day with the potential production capability
double our initial forecast rate. High productive capacity has meant that we have had to manage
operations to match well flow with current plant capability. The composition of produced fluids
continues to be variable, consisting of a combination of condensed steam from the Pre-Ignition Heating
Cycle (“PIHC”), reservoir water, bitumen, and sand. Bitumen production rates, while variable, increased
over the quarter. During October we saw a -significant rise in bitumen production and we produced
approximately 4,000 barrels of bitumen. This production was not rateable on a daily basis since the plant
facilities were not on stream for the entire period. However, during this period, when producing at high
gross fluid rates, we experienced an average 30 percent bitumen cut. While facility bottlenecks and well
and plant maintenance operations during the quarter reduced the ability to produce continuously and at
the higher rates, air injection operations were not curtailed and have increased over the quarter, indicating
an expanding area of combustion.

Surface facilities have been able to handle a wide range of fluid rates and temperatures, however we have
experienced facilities downtime and reduced production due to equipment commissioning issues,
adjustments to manage higher than design well production capability, and sand production. These
facilities issues necessitate ongoing operational adjustments and sand clean-out procedures in the surface
facilities and the horizontal well. As reported previously, the produced sand is very fine-grained,
indicating that a sand-bridging structure within the reservoir has yet to be fully established. This is most
likely a result of our transition from the earlier steam injection operations to combustion operations, and
may have been impacted by earlier horizontal well procedures at the beginning of the THAI™ production
phase. While we expect the produced sand to be minimized as the combustion front expands and a
consistent rateable flow regime is established, we are also enhancing our sand handling capability to
minimize plant down time. These facilities modifications are underway and are expected to be in place by
the end of November. Vo '
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Moedified PIHC operations began late in the third quarter for the second well pair and we expect to initiate
the PIHC for the third well pair in November. The modified PIHC operations are designed to reduce the
amount of steam and time required to create reservoir mobility before initiating air injection and
combustion,

We are still in the very early stages of the THAI™ process and in a state of continual adjustment of our
operations. This continuous improvement process is consistent with starting up the first field scale
demonstration of a new technology, allowing us to medify certain aspects of our surface facilities and
operating procedures. We foresee an ongoing process of technical im%ovement and innovation as we
enhance our ability to produce significant volumes of oil using the THAL'™ process.

Additional Resource Delineation !

* During the second quarter of 2006, we repoi'ted that the estimated gross bitumen-in-plaée on a portion of

the 62 sections of oil sands leases owned l;y our 84 percent subsidiary, WHITESANDS Insitu Ltd. had
increased to 1.6 billion barrels, based on a May 2006 Fekete Associates Ltd. resource evaluation. In
addition, a recoverable reserve and resource -assessment by McDaniel Associates Ltd. (“McDaniel”)
effective May 1, 2006 estimated an initial gross recoverable bitumen volume, based on Steam Assisted
Gravity Drainage (“SAGD”) technology, of up, to 537 million barrels, which includes 25 million barrels
of gross probable reserves and 70 million barrels of gross probable pius possible reserves.

During the third quarter of 2006 we drilled five oil sands exploration wells on areas of the leases we
believed to contain considerable additional recoverable resources. Weather and ground conditions
prevented us from drilling an additional four planned wells, which will now be incorporated into our
winter drilling program. The five new wells all intersected significant McMurray channel of a quality
equal to or better than previous wells. All of these wells were cored and logged and will be incorporated
into an updated McDaniel recoverable resource report. The initial McDaniel report included only 13
sections of our lands, those with at least one drill hole per section, and excluded a number of sections with
McMurray channel indicated by our 3-D seismic and/or areas on trend with known McMurray channel.
The additional ten well winter drilling program is also expected to delineate significant new recoverable
bitumen resources. We have requested an update to the McDaniel report to reflect the impact of the most
recent drilling program, and we anticipate a further update will follow our winter drilling program. We
also plan to update the reserve evaluation based on the THAI™ recovery process which we believe will
have a higher recovery rate, and hence greater recoverable reserves than the SAGD-based estimates.

" }

Project Development

In addition to the ongoing delineation of the recoverable resource potential of our lands we are also
evaluating a potential project site for a THAI™ expansion project of approximately 10,000 barrels per
day. We have been in the early stages of evaluating a new project area proximal to the current pilot site, to
optimize infrastructure, and have selected a preliminary project area. Project scoping and preliminary
engineering are expected to commence early in 2007.

A CA'F"RI"'M test is anticipated by mid 2007, this will either be through a modification of one of the three
current horizontal wells, or in a well drilled specifically for CAPRI™.




The THAI™ Process b

THAI™ is an evolutionary in-situ gravity assisted combustion technology for the recovery of bitumen
and heavy oil that combines a vertical airﬁ injection well with a horizontal production well. THAI™
integrates existing proven technologies and provides the opportunity to create a step change in the
- development of heavy oil resources globaily. During the process, a high temperature combustion front is
created underground where part of the oil iII] the reservoir is burned, generating heat, which reduces the
" viscosity of the remaining oil allowing it to flow by gravity to the horizontal production well. The
‘combustion front sweeps the oil from the toe to the heel of the horizontal producing well, recovering up to
an estimated 80 percent of the original-oil-in-place while partially upgrading the crude oil in-situ.
Petrobank controls all intellectual property rights to the THAI™ process and related enhancements,
including the patented CAPRI™ technology, ‘which offers the potential for further in-situ upgrading
through the use of a well-bore integrated catalyst.

THAI™ has many potential benefits over other. in-situ recovery methods, such as SAGD. These potential
benefits include higher resource recovery, lower production and capital costs, minimal usage of natural
gas and fresh water, a partially upgraded crude oil product, reduced diluent requirements for
transportation, and lower greenhouse gas emissions. The THAI™ process also has the potential to
operate in lower pressure, lower quality, thilfmer and deeper reservoirs than current steam-based recovery

' procesi%es. '
THAI™ can also be applied to other heavy oil deposits and it is our strategy to initiate projects in mobile
oil reservoirs in Canada and/or internationally. ‘Our ultimate goal is to capture a global portfolio of heavy
oil resé:urces where the application of our THAT™ technology can lead to greatly improved recovery rates
and significant long-term value growth for the Company. In support of this activity, Petrobank’s
80.7 percent owned subsidiary, Petrominerales-Ltd. (TSX: PMG), is evaluating two heavy oil Technical
Evaluation Areas in Colombia covering 0.8 Enil?ion acres for the potential application of THAI™.

P

" Canadian Business Unit

Canadian Business Unit production average:d 2,519 boe per day (“boepd™) in the third quarter of 2006,
compared to 2,465 boepd in the third quarter of 2005 and 3,017 boepd in the second quarter of 2006. Our
2006 program has, to date, experienced delays due to weather conditions, regulatory approval and
equipment availability. At the end of the third'quarter we began to bring on initial production additions
from our successful 2006 projects that altowed us to exit the quarter producing approximately 3,000
boepd. During the third quarter, activity increased dramatically with the drilling of 46 (40.5 net) wells,
compared to only 17 (14.1 net) wells in the fsecpnd quarter and 12 (8.7 net) in the first quarter of the year.
The majority of the impact of this 2006 program will be realized through production additions during the
fourth, quarter. The first new production in 2006 from our Jumpbush drilling program was tied-in to our
facility at the end of the third quarter. We currently have approximately nine million cubic feet of natural
gas per day (“mmcfpd”) of behind-pipe capacity awaiting tie-in. The recent drop in natural gas prices had
encouraged Petrobank to accelerate our low risk light oil drilling program and defer our gas drilling
programs. Results to date on the light oil plays in both the Bakken and the Torquay zones of southeast
Saskatchewan and southwest Manitoba are very encouraging and will result in significant new oil
production being added during the fourth quarter. ‘ '



Canadian Business Unit Drilling Results

Qi Q2 Q3 Q4 To Date Year to date

Property Gross Net Gross Net ' Gross Net Gross Net Gross Net  Success %
Jumpbush/Milo 4.0 2.8 140 116 290 251 1.0 10 480 405 100%
Red Willow 20 20 10 10 40 40 10 10 80 80 75%
Innes - Bakken - - - - 30 3.0 2.0 20 5.0 5.0 80%
“Sinelair - Torquay - - - 60 60 50 SO 110 110  100%
Other operated 3.0 3.0 L0 1.0 2.0 20 - . 6.0 6.0 67%
Non-operated 3.0 0.9 1.0 0.5 2.0 0.4 - - 6.0 1.8 72%
Total 12.0 8.7 170 141 460 405 90 9.0 840 723 92%
Togas - 2% 44% 88% B6% T2%  T2%  N% 2%  65% 65%

Jumpbitsh

The majority of our 2006 Jumpbush wells, were drilled in the third quarter. To date, we have drilled
44 (37.0 net) wells, 31 (23.9 net) of which have been tied-in and another 13 (13 net) wells are currently
awaiting tie-in. Prior to year-end, additional compression will also be added to increase production from
all of the wells drilled and tied-in this year. The 13 remaining wells to be tied-in have been tested at
3.6 mmcfpd but we expect the first month’s contribution will be approximately 2.0 mmcfpd. We have one
additional well planned to be drilled and' tied-in this year. We continue to work on planning and
regulatory approvals for a 50 to 100 well program next year.

Milo

Milo is just south and east of the Jumpbush property, where we have been extending our Jumpbush
exploration model, pursuing Belly River zones with high initial production rates. In 2006, four (3.5 net)
wells have been drilled, three (2.5 net) wells during the third quarter. This gas is more complicated to tie-
in as we need to utilize third party pipelines and facilities. Currently the four wells have tested at
aggregate rates of 2.25 mmcfpd, and we anticipate aggregate initial production from the wells of
approximately 1.1 mmcfpd. Through the balanlce of 2006 we plan to tie-in the four wells and drill a fifth
well. We continue to expand our inventory of opportunities on this trend and are confident in the
exploration model we are employing to identify lands of interest and add to our inventory of drilling
locations.

Red Willow b

High deliverability Mannville zones that can be either oil or gas bearing characterize the Red Willow
property. To date in 2006, eight wells (8.0 net) have been drilled, with four of those drilled in the third
quarter and one more drilled in the fourth quarter. Our drilling resulted in one oil well and five gas wells.
The best results have come from the last four gas wells drilled with three of these wells testing at
combined rates of 5.3 mmcfpd. We anticipate the first month contribution from all four wells to be
approximately 5.5 mmcfpd. Through the balance of 2006 we plan to tie-in these four wells and drill a
horizontal well into an existing Glauconite zone oil pool.




Innes area — Bakken Resource Play

The Bakken resource play of southeast Saskatchewan generally requires horizontal wells with specialized
fracture stimulations to create economic production of light oil. Petrobank initially participated in this
play as a partner in wells operated by other companies testing the initial viability of extracting light oil
from this geographically extensive, low permeability reservoir. In 2006 we have participated in four (0.81
net) joint interest wells to date. Furthermore, we expect to participate in an additional three (0.75 net)
non-operated wells to be drilled by year-end. We have utilized the experience gained from these early
joint ventures to high-grade and expand our 100 percent working interest acreage, further increasing our
strong land position in the Bakken play. In the third quarter we began drilling our own 100 percent
working interest wells. So far five horizontal wells have been drilled and the rig is currently drilling the
horizontal section of our sixth well. The first two of these wells have been fracture stimulated and we
expect to have production from our stimulated wells on-stream during the month of November, and we
expect to have another five horizontal wells drilled by year-end. We have a large inventory of
opportunities in this area and our success to date means we have added many more development locations
to this inventory. Petrobank will monitor performance from this relatively new play before providing
comments on additions to our production.

Sinclair / Ryerson area — Torquay play

The Torquay play, like the Bakken play, is a relatively new light oil play in southeast Saskatchewan and
southwestern Manitoba. Petrobank was able to monitor this play through farm-out agreements on a small
part of our fee-simple lands located in Manitoba. Through late 2005 and 2006 Petrobank continued to
assess this new opportunity and expand our land position in Saskatchewan and Manitoba on the trend.
Starting in the third quarter, we have now drilled 11, 100 percent working interest wells, all of which are
cased as potential oil wells. In the Ryerson area, a new pool has been discovered and to date we have
drilled seven development wells, four of which are producing with all seven expected to be on-line within
two weeks. Our remaining exploration wells are being evaluated and we anticipate drilling a minimum of
five more exploration or development wells by year-end. Our inventory of development locations has
expanded rapidly as a result of our success in the area to-date. Again, we will be monitoring the
performance from this relatively new play before providing comments on additions to our production.
Exploration ‘

Petrobank is further positioning itself in new exploration areas with higher impact plays to compliment
our large inventory of low-risk gas and light oil opportunities. This program is growing and we have
acquired 5,120 acres of exploration lands on new prospects during 2006. We will continue to add to our
land position and mature our exploration ideas in these new areas with seismic and technical work in
preparation for drilling in 2007.

Latin‘ American Business Unit - Petrominerales Ltd. (“‘Petrominerales™)

During the third quarter the activities of Petrominerales, Petrobank’s 80.7 percent owned subsidiary, were
focused on continuing development in Orito, implementing our pilot fracture stimulation program in-
Neiva and preparing for a significant exploration drilling program in the Llanos and Putumayo Basins
which will begin during the first quarter of 2007.

Third quarter 2006 production averaged 2,420 bpd compared to 2,612 bpd in the second quarter of 2006
and 1:073 bpd in the third quarter of 2005. The significant increase from the prior year period is mainly
due to the success of the Orito-117 and 118 completions at the end of the first quarter of 2006 which
proved-up a significant southwest extension to the Orito field. The decrease from the prior quarter is
mainly a result of certain wells being taken off production during the period for the re-work and
recompletion programs outlined below, and due to natural declines.




Orito

We have now completed drilling three wells in the Orito field since June 2006, the Orito-119 well, the
redrill of the Orito-116 location and the Orito-124 well.

The Orito-119 well was completed in the upper Caballos sands using a slim hole drilling design. Due to a
lack of pressure integrity behind the production liner, a remedial cement job was attempted on the well.
With this poor cement job, we were unable to apply our revised fracture stimulation program to the
productwe intervals in this well and initial oil production from the well has been limited to approximately
60 bpd. If this well exhibits improving productive capability as it cleans up following completion, we
plan to install an electrical submersible pump to optimize the productive capability of the well.

Following the Orito-119 well, the rig drilled the sidetrack of the Orito-116 well, also incorporating our
slim-hole drilling design, which reached total depth of 6,525 feet on July 4, 2006. As expected, the
sidetrack well encountered a similar high quality series of Caballos sands as in the original 116 well
which was our original confirmation of the southwest extension to the field, initially testing at rates of
more than 1,000 bpd. Unfortunately, the sidetracked well appears to have experienced a casing collapse,
similar to the one which occurred in the original 116 well and has now been abandoned. Based on these
two well results and similar issues associated with the Orito-113 recompletion discussed below,
Petrominerales will be eliminating slim-hole drilling design from our future development plans.

Following the Orito-116 sidetrack, the rig commenced drilling Orito-124, which reached total depth of
8,134 feet on October 3, 2006. We are in the process of completing the Orito-124 well, in the prolific
southv:yest extension area of the field. Log analysis indicates significant hydrocarbon reserves in the
Caballos B, C and D sands. Initial tests of the Caballos “B2” and “B3” reservoirs indicate oil
productivity, and we are currently in the process of fracture stimulating these sands. Immediately
thereafter we plan to fracture stimulate the C and D sands and put the well on test. The Orito-122 well is
now drilling at a depth of 6,600 feet and we expect to reach total depth within the next week, The Orito-
122 well is expected to prove the updip extension of the oil zone and more fully define the potential of
this undrilled area. A successful well in this region of the field has the potential to further increase our
inventory of development drilling locations.

In addition to this recent drilling, we also performed re-completions on the Orito-113 and Orito-115
wells. We re-entered the Orito-113 well in an attempt to recover lost production due to near wellbore
damage and the well was also deepened to the Upper Caballos A sand. A slim hole liner was set in the
previous open-hole productive interval to facilitate further fracture stimulation and zonal isolation. During
our pre-stimulation operations, pressure communication behind the liner was observed, and the
subsequent fracture stimulation was postponed. We installed a liner top packer to achieve annular
isolation and performed a remedial cement job to allow for a successful fracture stimulation of the
Caballos zone in that well. The well is currently cleaning up at rates of approximately 250 bpd. The
Orito-115 well was also re-completed with a production liner and a fracture stimulation program. The
well was placed back on-line recently, and is currently cleaning up with oil production rates of
approximately 80 bpd, well in excess of the well’s pre-stimulation potential.

Our second drilling rig, contracted for 16 months, has been further delayed and it is not expected to arrive
in Orito before mid December. We are assessing the possibility of moving this rig directly to our Llanos
exploration program to aveid high mobilization and demobilization costs associated with moving it into
Orito where it would most likely only be capable of drilling one additional development well prior to
returning to the Llanos Basin to commence our exploration program. Irrespective of our short-term plans,
the rig will ultimately be moved to Orito to accelerate our development drilling program.




Neiva .

At Neiva, we completed our initial phase of fracture stimulations involving five test wells in the Honda
and Doima-Chicoral reservoirs. The DT:56: (Doima-Chicoral) stimulation was highly successful,
increasing gross oil production rates from 86 to 170 bpd. The Honda formation fracture stimulations
included the installations of progressive cavity pumps (“PCPs”) and initially has resulted in significant
increases in production. Based on positive initial results, we plan to drill at least three new Doima-
Chicoral wells incorporating our fracture stimulation design into the completions. We will continue to
monitor the Honda fracture stimulations and expect to be able to expand this program to more than
50 additional Honda locations at Neiva. We have also recently completed the conversion of two wells to
water injectors as part of an 1n1t1a1 pilot water flood program in the Honda reservoir. We commenced
water lIl_]CCthl’I on November 19 and expect response in the surrounding wells during the first half of
2007. '

Exploration

Petrominerales has completed the first phase exploration commitments, which included acquiring 3-D
seismic and interpretation of existing data‘'on the first five of our exploration blocks, evaluating key,
prospective portions of each block. Beginning in February 2007, we will begin a five-well drilling
program (o test the initial prospects on each of the Casanare Este, Casimena, Corcel and Las Aguilas
blocks, as well as our second test on the Joropo block. In addition, Petrominerales has signed two
exploration licenses (Mapache and Castor) covering a significant portion of the original Chicago
Technical Evalvation Agreement (“TEA”). The recently signed Mapache block covers 107,705 acres and
our proposal includes a first phase commitment to acquire 40 square kilometers of 3-D seismic and to
drill two exploration wells, which are scheduled for the first quarter of 2008. The Castor block, which was
just approved by the National Hydrocarbon Agency, covers 110,265 acres and our proposal includes the
acquisition of an initial 30 square kilometer. 3-D seismic survey and drilling one well. Petrominerales has
also been evaluating the heavy oil potential of our two TEAs in the southern Llanos Basin, where there is
evidence of an extensive heavy oil belt. We have begun negotiations to change the entire Rio Ariari TEA
to an exploration block covering slightly more than 600,000 acres. Qur proposal includes a first phase
work commitment of 100 kilometers of 2-D seismic. We hope to complete negotiations on the Rio Ariari
exploration license by the end of the month: We have also submitted a proposal to convert approximately
177,500 acres of the original Chiguiro TEA into an exploration license and we are evaluating our first
right of refusal on a third party proposal over another portion of the original TEA area covering
approximately 125,000 acres. Petrominerales has a license to use Petrobank’s THAI™ technology and is
evaludting the technology’s applicability to these Llanos Basin heavy oil deposits.

Upon acceptance of these most recent exploration proposals, Petrominerales’ exploration land base will
total 2.0 million acres in nine exploration blocks and two TEAs.




Petrobank Energy and Resources Lid.

Petrobank Energy and Resources Litd. is a Calgary-based oil and natural gas-exploration and production
company with operations in western Canada and Colombia. The Company operates high-impact projects
through three business units. The Canadian Business Unit combines conventional oil and gas operations
with two higher potential coalbed methane opportunities. The Latin American Business Unit is operated
by Petrobank’s 80.7% owned, TSX-listed subsidiary, Petrominerales Ltd. (trading symbol: PMG), which
produces oil through two Incremental Production Contracts in Colombia and has exploration contracts
and Technical Evaluation Agreements covering a total of 2.0 million acres in the Llanos and Putumayo
Basins. WHITESANDS Insitu Ltd., Petrobank’s 84% owned subsidiary, owns 39,680 acres of oil sands
leases with an estimated 1.6 billion barrels of bitumen-in-place and operates the WHITESANDS project
to field-demonstrate Petrobank's patented THAI™ heavy oil recovery process. THAI™ is an

‘evolutionary in-situ combustion technology for the recovery of bitumen and heavy oil that combines a

vertical air injection well with a horizontal production well. THAI™ integrates existing proven
technologies and provides the opportunity to create a step change in the development of heavy oil
resources globally.

Certain statements in this release are "forward-looking statements” within the meaning of the United States Private
Securities Litigation Reform Act of 1993. Specifically, this press release contains forward-looking statements
relating to, prospects for technologies which remain unproven, the expected amount and timing of capital projects
and the results of operations. The reader is cautioned that assumptions used in the preparation of such information,
although considered reasonable at the rime of preparation, may prove to be incorrect. Actual results achieved
during, the forecast period will vary from the information provided herein as a result of numerous known and
unknown risks and uncertainties and other factors. Such factors include, but are not limited to: the ability to
economically test, develop and utilize the technologies described herein, the feasibility of the technologies, general
economic, market and business conditions; fluctuations in oil and gas prices; the results of exploration and
development of drilling and related activities; fluctuation in foreign currency exchange rates; the uncertainty of
reserve estimates; changes in environmental and other regulations; risks associated with oil and gas operations;
and other factors, many of which are beyond the control of the Company. There is no representation by Petrobank
that actual results achieved during the forecass period will be the same in whole or in part as those forecast.

For more information please contact:
John D. Wright, President and CEO, .
Chris J. Bloomer, Vice-President' Heavy Oil and CFO, or
Corey, C. Ruttan, Vice-President Finance '
Telephone: (403) 750-4400
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Three months ended

Nine months ended

Petrominerales

| September 30, % September 30, %
: y 2006 2005 " 1 change 2006 " 2005 " | change
Financial :{ |
(U§$OOOS, e:xcept where noted) i .
Crude oil r?venue . 12,818 4,953 159 32,638 12,739 156
Funds flow, from operations 8,202 2,668 207 22044 6,182 | -257
Per share — basic and diluted ($) 10.09 0.03 200 - 0.26 0.08 225
Net income 4,252 1,182 260 12,121 1,996 507
" 'Per shafe — basic and diluted ($) @ [0.04 0.01 300 0.14 0.03 | 367
Capital exf):enditures 21,696 4,216 415 49,748 12,601 . 295
Total assets 178,570 72,908 145 178,570 72,908 145
Cash and working capital (deficit) 28,341 (810) 28,341 (810)
Common shares outstanding, end of |
period (000s) :
Basic 95,000 79,000 20 95,000 79,000 20
Diluted 98,05{0 79,000 24 98,090 79,000 24
|
Operations [
Operating netback ($/bbl)
Crude oil revenue 57.57 50.17 15 56.05 44.19 27
-Royalties 4.60. 4.01 15 4.50 3.54 27
Production expenses 6.97 7.84 (1n 6.70 7.61 (12)
‘Operating netback 46.00 38.32 20 44.85 33.04 36
Ade%daily crude oil production (bbls) 2,420 1,073 126 2,133 1,056 102

) Amounts in the periods ending on or;before J unel30, 2006 have been translated and restated in US$ from the previously reported
. Canadian dollar amounts. See “Change in Accoulming Policy” within Management’s Discussion and Analysis (“MD&A”).

@ Calculated based on cash flow from operations before changes in non-cash working capital.
3 Assumed weighted average number of basic and ‘iluted shares totalled 78,999,900 prior to incorporation on April 20, 2006.

See “Formation of the Company” within MD&A!
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Highlights R
(The results throughout this report are expressed m Umted States dollars, except where noted)

The third quarter results contmue to reflect the 1mpact of the Company’s drilling and completion at Orito
and Neiva and the completion ofithe )1n1t1al,publlc offering and TSX listing of Petrommerales Lid.
(“Petrominerales™ (TSX:PMG) on ‘June 29, 2006, generating gross proceeds to the Company of
Cdn$60 million. The results are hlghllghted as follows: : :

» (il productlon averaged 2,420 bpd in the third quarter of 2006, a 126 percent increase over the
comparative 2005 period. - = : : .

¢ Funds flow from operations mcreased 207 percent to $8.2 million,
. Net income increased 260 percent to $4.3 million.

e Operating nethacks improved 20 percent to $46.00 per barrel.

Operational Update

During the third quarter the activities of Petrominerales, an 80.7 percent owned subsidiary of Petrobank
Energy and Resources Ltd. (Petrobank™), were focused on contlnumg development in | Orito,
implementing our pilot fracture stimulation program in Neiva and preparing for a significant exploratron
drilling program in the Llanos and Putumayo Basins which will begin during the first quarter of 2007

Third quarter 2006 productron averaged 2,420 bpd compared to 2,612 bpd in the second quarter of 2006
and 1,073 bpd in the third quarter of 2005. The significant increase from the prior year period i 15 mamly
due to the success of the Orito-117 and 118 completions at the end of the first quarter of 2006 which
proved-up a significant southwest extensionto thé Orito field. The decrease from the prior- quaner is
mamly a result of certain wells being taken off production during the period for the re- work and
recompletion programs outlined below, and due to natural declines.

Y
Orito

i

We have now completed drilling three wells in the Orito field since June 2006, the Orito-119 well, the-

rednll of the Orito-116 location and the Orito-124 well.

The Orito-119 well was completed in the upper Caballos sands using a slim hole drilling design. Due toa

lack of pressure integrity behind the production liner, a remedial cement job was attempted on the well. -

With this poor cement job, we were unable to apply our revised fracture stimulation program to the

productwe intervals in this well and initial oil production from the well has been limited to appro)'ufmately .

60 bpd. If this well exhibits improving productive capability as it cleans up followmg completlon we

* plan to install an electncal submersible pump to optimize the productive capablllty of the well. |

Following the Orito-119 well the rig drilled the sidetrack of the Orito-116 well also’ mcorporaung our

slim-hole drilling design, which reached _total depth of 6,525 feet on July 4, 2006. As expected .the '

sidetrack well encountered a similar high quality” series of Caballos sands as in the original 1116 well
which was our original confirmation of the southwest extension to the ﬁeld initially testing at[rates ‘of

more than 1,000 bpd. Unfortunately, the sidetracked well appears to have experienced a casing col]apse i

similar to the one which occurred in the original 116 well and has now been abandoned. Based on these
two well results and similar issues associated with the Orito-113. recompletion discussed below
Petrominerales will be eliminating slim-hole drilling design from our future development plans.

Following the Orito-116 sidetrack, the rig commenced drilling Orito-124, which.reached total ldepth of
8,134 feet on October 3, 2006. We are in the process of completing the Orito-124. well, in the prohﬁc
southwest extension area of the field. Log analysis indicates signiﬁcant_hydrocarbon reserves| in ithe

-
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.D sands. Initial tests'of the Caballos “B2” and “B3” reservoirs indicate oil
_afare currently in the iprocess of fracture stimulating these sands. Immediately
fracture stimulate the C and D sands and put the well on test. The Orito-122 well is
h of 6,600 feet and we Iexpec:t to reach-total depth within the next week. The Orito-

\\ ’«‘to prove the upd1p extensron of the oil zone and more fully define the potential of
(}' &3 s;@’ A successful well in this region of the field has the potentlal to further increase our

Q*\&@ ¥ment dnllmg locations. !
N\

%

< r{nrecent drilling, we dlSO!performed re-completions on the Orito-113 and Orito-115

;d the Orito-113 well injan attempt to recover lost production due to near wellbore

311 was also deepened to the Upper Caballos A sand. A slim hole liner was set in the

 productive interval to facilitate further fracture stimulation and zonal isolation. During

Jn operations, pressure Ieommumeanon behind the liner was observed, and the

(re stimulation was postponed We installed a liner top packer to achieve annular

formed a remedial cement job to allow for a successful fracture stimulation of the

that well. The well ls.currently cleaning up at rates of .approximately 250 bpd. The

/as also re-completed w:th a 'production liner and a fracture stimulation program. The

aced back on-line recently, and is currently cleaning up with oil produetlon rates of
-oately 80 bpd well in excess of thelwell s pre-stimulation potential,

uf second dnllmg rig, contracted for 16 months has been further delayed and it is not expected to arrive
.in Onlo before mid December. We are assessmg the possibility of’ movmg this rig directly to our Llanos
exploratlon program to avoid hlgh moblhzauon and demobilization costs associated with moving it into
Orito where it would most likely only befcapable of drilling one additional development well prior to
retummg to the Llanos Basin to commence our exploration program. Irrespective of our short-term plans,
the ng w1ll ultlmately be moved to Orlto toJ accelerate our development drilling program.
. . |l e .
Neiva . . A

At Newa we completed our initial phase of fracture stlmulanons mvolvmg five test wells in the Honda
and Doima-Chicoral reservoirs. The DT- 56 (Doima-Chicoral) stimulation was highly successful,
increasing gross oil production rates from 86 to 170 bpd. The Honda formation fracture stimulations
included the installations of progressive cavity pumps (“PCPs”) and initially has resulted in mgmﬁcant
increases in' production, Based-on positive ‘initial results, we.plan to drill at least-three new Doima-
Chicoral wells incorporating our fracture stlmulauon design into the completions.” We will continue 1o
monitor the, Honda fracture %tlmulatlons| and expect to be able to expand this program to more than
50 dddmondl Honda, locations at Neiva. We have also recently completed the conversion of two wells to
water lﬂ_]CCIOIS as part of an mmal p1]ot ;water flood program in the Honda reservoir. We commenced
water injection on November 1™ and expect response in the surroundmg wells during the first half of
2007. .. . Lo .o .

E'cplorarion S o S

Petrommerales haq completed the first phase explorduon commitments, which included acquiring 3-D
seismic and mterpretatlon of exnstmg data on the first five of our exploration blocks, evaluating key,
prospectwe pomons of each block. Begmnmg n February 2007, we will begin a f1ve well drilling
program to test the initial prospects onleach of the. Ca‘;anare Este, Casimena, Corcel and Las Aguilas
blocks, as well as our second test on ithe Joropo block. In addition, Petrommera]es has signed two
exploration licenses (Mapache | and "Castor) covering a mgmf’ icant portion of the original Chicago
Technical Evaluation Agreement (“TEA”) The recently signed Mapache block covers 107,705 acres and
our proposal includes a first phase commltment to acquire 40 square kilomeiérs of 3-D seismic and to
drill two exploration wells, which are scl]eduled for the first quarter-of 2008. The Castor block, which was
just approved by the National Hydrocarbon Agency; covers 110,265 acres and our proposal includes the
acquisition of an initial 30 square kilometer.3-D seismic survey.and drilling one well. Petrominerales has

Lo
[
[




also been evaluating the heavy oil potential of our two TEAs in the southern Lianos
evidence of an extensive heavy oil belt. We have begun negotiations to change the en
to an exploration block covering slightly more than 600,000 acres. Qur proposal 1n\
work commitment of 100 kilometers of 2-D seismic. We hope to complete negotianons‘(\
exploration license by the end of the month. We have also submitted a proposal to conven’é
177,500 acres of the original Chiguiro TEA into an exploration license and we are evalua %
right of refusal on a third party proposal over another portion of the original TEA are
approximately 125,000 acres. Petrominerales has a license to use Petrobank’s THAI™ technolu
evaluating the technology’s applicability to these Llanos Basin heavy oil deposits. '

Upon acceptance of these most recent exploration proposals, Petrominerales’ exploration land bas

total 2.0 million acres in nine exploration blocks and two TEAs,

Outlook

Petrominerales continues to enjoy strong cash flows as a result of increasing production and high world

oil prices that coupled with existing financial resources has positioned us to execute our near-term
strategy. We have guaranteed access to drilling equipment and a balanced inventory of high

development opportunities and exciting exploration prospects to be drilled over the coming months,

growth
impact
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“’s DISCUSSION| AND ANALYSIS

|
Q)@'émem s Discussion (md; Analysrs (“MD&A") is dared November 10, 2006. Effective
©) gement has decided Io change the reporting currency of Petrominerales Lid.
Qv )r the “Company”) from Cauadran dollars ( Cdn$) to United States dollars (3).
@Y’ \\‘ figures and the !e.s!a!ed comparcmve figures, contained herein, are expressed in
"rs unless otherwise smted The MD&A should be read in conmjunction with the
»ared financial staremems and accompanying notes of the Company as at and for the
\rh periods ended Septemblver 30, 2006, the unaudited consolidated Sfinancial statements
notes and MD&A of the company as at and for the six months ended June 30, 2006, as
ted consolidated jmanual istatements and accompanying notes and MD&A of
?Iombta Lid. for, the year Iena’ed’ December 31, 2005. Readers are also encouraged to
's Final Long Form P ospecrm dated June 13, 2006 in conjunction with this MD&A.
Jation for the Company can be found on SEDAR ar www.sedar.com or at
fes.com. ‘

, : l : .
Ltorical information, the MD&A contains forward-looking statements that are generaily
as any statements that express, or involve discussions as to, expectations, beliefs, plans,
.ves, assumptions or future events of peffarmance (often, but not always, through the use of words
.fphrase.s such as “will likely result, elpected is anticipated,” “believes,” “estimdted,” “intends,”
“plans,” “projection” and “outlook”) are[ not historical facts and may be forward-looking and may
involve estimates, assumptions and uncenamnles which could cause actual results or outcomes to differ
materially from those expressed in such fm ward-looking statements. Actual results achieved during the
Jorecast period will vary from the mformam'm provided herein as a result of numerous known and
unknown risks and uncertuinties and other fauor.s Such factors include, but are not limited to: general
‘economic, market and business conditions;: ﬂm tuations in oil and gas prices; the results of exploration
and development of drilling and related a¢ rwmes fluctuation in foreign currency exchange rates: the
wncertainty of reserve estimates; changes in environmental and other regulations; risks associated with
il and gas operations and other facmrsf' nf’any of which are bevond the control of the Company.
Accordingly, there is no representation by Fetrominerales thar actual results achieved during the forecast
period will be the same in whole or in part Ias those forecast. Further, any forward-looking statement or
statements to reflect events or circumstances dfter the date on which such statement is made or 10 reflect
the occurrence of unanticipated events, except das required by applicable securities laws.

EI Y] (I AN TR LER T}

This report contains financial terms that ({Ire not considered measures under Canadian generally
accepted accounting principles { “GAAP”),'such as funds flow from operations, funds flow per share, and
operating netback. These measures are conltmonfy utilized in the oil and gas industry and are considered
informative for our shareholders. Specifically, funds flow from operations and funds flow per share
reflect cash generated from operating activities before changes in other non-cash working capital. These
measures are considered Important as they demomtm!e the Company’s abiliry to generate sufficient cash
1o fund future growth opportunities. !

Formation of the Company

Petrominerales was incorporated in the Bahdmas on April 20, 2006 as a wholly owned subsidiary of Petro

. International Ltd., which in turn is a wholly owned subsidiary of Petrobank Energy and Resources Lid.
(“Petrobank™), for the purpose of acqun'rmg all of the issued and outstanding common shares of
Petrominerates Colombia Lid., previouql)" al wholly owned subsidiary of Petro International Lid.,

- connectton with the initial public offering of the common shares of the Company (the “IPO™). The
Company acquired all of the issued and oulstandmg common shares of Petrominerales Colombia Ltd.
from Petro International Lid. in exchange for 78,999,900 common shares of the Company. The
acquisition of Petrominerales Colombia L'td I by the Company is a non-arms length transaction and as
such has been recorded by the Company atl carrying value. The Company’s financial statements presented

I
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for comparative purposes reflect the financial position, results of operations and
Company had been combined with Petrominerales Colombia Lid. since inception.

On June 29, 2006, the Company completed the IPO issuing 16 million new common sha_
for total gross proceeds of Cdn$60 million (Cdn$55.6 million net of costs).

Revenue

In the third quarter of 2006. crude oil revenue before royalties more than doubled 1o $12.8 mils
$5.0 million in the third quarter of.2005. Related oil production in the third quarter of 2006 i mcrt.
126 percent from the third quarter of 2005 levels to 2,420 barrels per day (“bpd”), while the averagr
price increased by 15 percent over the third quarter of 2005 to $57.57 per barrel. On a year (o da‘te By
revenue increased by 156 percent to $32.6 million in 2006 from $12.7 million in the same period in 20
Related production in the first nine months of 2006 increased by 102 percent to 2,133 bpd con'npared
1,056 bpd in the first nine months of 2005 while the average sales price increased by 27 percenl o
$56.05 per barrel from $44.,19 per bariel received in the first nine months of 2005.

Average Daily Crude Oil Production

Crude oil production increased by 126 percent to 2,420 bpd in the third quarter of 2006 from 1| 073 bpd
averaged in the third quarter of 2005. Production in the first nine months of 2006 1ncreased by
102 percent to 2,133 bpd compared to 1,056 bpd in the same period of 2005. These significant productlon
increases are due mainly to the completion of the Orito-117 and 118 wells late in the first quarter of 2006
that were on production for the entire second and third quarter.

Realized Prices

0Oil sales prices in Colombia averaged $57.57 per barrel in the third quarter, representing a $12.97 per
barrel (18% of average WTI price of $70.54 per barrel) discount to WTI compared to a dlsc:)unt of
$13.02 per barrel (21% of average WTI price of $63.19 per, barrel) in the third quarter of 2005. On a year
to date basis, sales prices averaged $56.05 per barrel in the first nine months of 2006, representmg a
$12.21 per barrel discount (18% of average WTI price of $68.26 per barrel) compared to an average price
of $44.19 per barrel in the first nine months of 2005, representing a discount of $11.42 per barrel (21% of
average WTI price of $55.61 per barrel). The discounts to WTI decreased in 2006 as an increased
percentage of production is coming from higher quality Orito oil.

Royalties

Royalties are fixed at a rate of eight percent until the Company’s net production per field exceeds
5,000 bpd. Due to the fixed royalty rate, royalty expense increased in proportion with revenue to
$1.0 million in the third quarter of 2006 from $0.4 million in the third quarter of 2005, and to $2.6, million
in the first nine months of 2006 from $1.0 million in the first nine months of 2005.

Production Expenses

Production expenses increased to $1.6 million ($6.97 per barrel) in the third quarter of 2006 compared to
$0.8 million ($7.84 per barrel} in the third quarter of 2005, and increased.to $3.9 million ($6 '7‘0 per
barrel) in the first nine months of 2006 compared to $2.2 miilion ($7.61 per barrel) in the flrst nine
months of 2005. Ecopetrol, the state oil company and the Company’s partner, is responsible for primary
production operations at Orito and Neiva at a cost (subject to annual inflation, currency and\other
adjustments) of $4.14 per barrel and $2.25 per barrel, respectively. The Company’s remaining producuon
expenses are primarily fixed which results in lower per barrel production costs as production i mcreases
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General and Administrative Expenses

General and administrative expenses 1ncreased by 70 percent in the third quarter to $1.2 million from
$0.7 miltion in the third quarter.of 2005 dnd to $3.0 million in the first nine months of 2006 from
$2.2 million in the first nine months of 2005 The increases were primarily due to management fees paid
to Petrobank, and costs associated with operalmg a publicly owned entity.

Stock Based Compensation Expenses

Stock based compensation expenses lotdlled $0.2 million in the third quarter of 2006 relating to stock
options granted. The calculation of this non-cash expense is determined based on the fair value of stock
options granted amortized over the vesting penod of the option. The exercise price of each option is not
less than the market price of the Company’s slock on the date of the grant.

Forelgn Exchange Loss {Gain) o

The Company recorded a foreign exchange llosé of $0.6 million in the third quarter of 2006. The loss was
generated mainly due to Colombian Peso denominated working capital balances combined with a
decrease in the value of the United States dollar relative to the Colombian Peso.

Depletion, Depreciation and Accretion |

!
Depletion, depreciation and accretion expense uncreased to $3.8 million ($16.85 per barrel) in the third
guarter of 2006 from $1.5 million ($15.05 per barrel) in the third quarler of 2005 and in the first nine months
of 2006 increased to $9.6 million ($16.46 per barrel) from $4.2 million ($14.52 per barrel) in the first nine
months of 2005.
Taxes . bt
The Company recorded a $0.5 million 1ncomf|: tax expense in the third quarter of 2006 compared to
$0.3 million in the same period in 2005, and la $1.5 million expense in the first nine months of 2006
compared to $1.0 million in the first nine m'omhs of 2Q05 ‘Taxes consist of presumptive income taxes in

Co]ombla that are bdsed on equity capr[ahzatlon ]eve]s
I

. .
Net income in the third quarter increased by 260 percent o $4 3 million ($004 per basic and diluted
share) compared to $1.2 million ($0.01 per basrc and diluted share) in the third quarter of 2005. Net
income in the first nine months of 2006 lncreased by 507 percent to $12.1 million ($0.14 per basic and
diluted share) compared to $2.0 million ($0 03 per basic and diluted share) in the first nine months of
2005. These increases were due to substanually hlgher production and crude oil sales prices, parllally
offset by higher royalties, producnon expenses and depletlon deprecrauon and accretion expense.

Net Income

Funds Flow from Operations ]

The Company’s funds flow from operalron’«;ﬁ m'creased by 207 percent to $8.2 m]lllO]’l in the third quarter
of 2006 from $2.7 million in the third quarter of 2005. On a basic and diluted per share basis, funds flow
from operatlons increased by 200 percent to $0 09 from $0 03'in the same period in 2005. Funds flow
from operanons increased by 257 percent to $22 0 million in’ the first nine months of 2006 compared to
$6.2 million in the first nine months of 2005 'Ori a basic and per diluted share basis, funds flow from
operations increased by 225 percent to $0. 26 in the first nine months of 2006 from $0.08 in the first nine
months of 2005. These increases in the 2006 periods are primarily a result of higher production and

realized oil sales prices. ‘

+
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Capital Expenditures

Capital expenditures totalled $21.7 million in the third quarter of 2006 compared to $4.2 million in the
third quarter of 2005. On a year to date basis, capital expendltures totalled $49.7 million in the f]I‘SI nine
months of 2006 compared to $12.6 million in the first nine months of 2005. In the three and nmtI month
periods ended September 30, 2006 the expenditures related to drilling and workovers at Orito, ﬁrst phase

work commitments including acquiring and evaluatmg seismic data on the Company’s exploratlon
blocks, and workovers at Neiva.
t
1
SUMMARY OF QUARTERLY RESULTS . _ %
2006 [15] 2005 [4}] 12004 [(}] ,
Q3 Q2 0l Q4 Q3 Q2 QI [ Q4
Financial (US3000s except where noted) ) 7 t
Crude oil revenue 12,818 13,581 6,239 3932 4,953 3,921 3,865 { 4,045
Funds flow from operations @ i 8,202-‘ - 10,479 - 3.363 1,838 2,668 1728 1,786 [} | 2,281
Per share — basic and diluted (8) @ 0.09 o013 0.04 0.02 0.03 0.02 0.02 ‘ 0.03
Net income 4,252 6,462 1,407 257 1,182 386 428 || 823
Per share — basic and diluted ($)® - 0.04 0.08 0.02 0.00 0.01 0.00 1 0.01 0.01
Capital expenditures 21,696 9,110 18.942 19,605 4,216 4,389 3996 | {3311
Operations ‘ [
Operating netback (US$/bbl) ‘
Crude oil sales price 57.57 57.14 5142 44.75 5017 42.08 40.06 ’! 38.07
Royalties 4.60 461 . 409 | 3.59 - 4.01 337 321 |y 305
Production expenses .- 697 5.59 836 [ 839 7.84 8.1 6.80 | (- 5.81
Operating netback : -46.00 46.94 3867 |, 32.57 38.32 3060 . 2096 || 2921
t
Average daily crude oil production (bbls) 2,420 2,612 1,356 955 1,073 1,024 l- 072 . | [,155

()

reported Canadian dollar amounts. See “Change in Accounting Policy”.
(2) Calculated based on cash flow from operations before changes in non-cash working capital. -

3) _Assumcd weighted average number of basic and diluted shares totalled 78,999,900 prior to incorporation on Apner

See “Formation of the Company”.

Significant factors influencing quaner]y results are:

¢ Late in the first quarter of 2006 the Company completed the Orito-117 and 118 wells, re

ina SIgmﬁcant increase in pl"OdLlCllOl'l

*  Production increases have resulted in a 51gn1ﬁcant decrease in per. barrel operating and

and admlnlstratwe costs in 2006.

* Historically high world crude oil prices over the past two years.

Outstanding Share Data

Amounts in the periods ending on or before June 30, 2006 have been translated and reslau,d in US$ from the prewo

I

usly

0, 2006.

zsulting

general

The number of outstandmg shares of Petrommerales as at November 10, 2006 remains unchanged from

September 30, 2006 at 95.0 million.
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Commitments

I
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The Company has committed to various work programs pursuant to its exploration contracts. These
commitments are expected to total dpprm'umdlely $22.6 million before June 30, 2008 and represent
normal course exploration expenditures lncludmg acquiring and evaluating seismic data and drilling
exploration welis. The Company has also Secmed two dnllmg rigs for 18 and 16-month terms (starting
June 2006 and December 2006, respecllvely) which are expected to cost $22.0 million over their
combined contract terms. Securing these ngs provides the Company with guaranteed access to the
equipment reqmred to implement the planned !exploranon program during the winter dry season in the
Llanos Basin and also facilitates the Company’s Orito development drilling program.

The following is a summary of the Company's re‘mainin contractual commitments at September 30, 2006:
‘ wWing 2 P

Type of Obligation {$000s) .l Total <1 Year 1-3 Years
Exploration contracts and TEAs | 22,600 16,600 6,000
Drilling rigs - | - -22.000 17.000 5.000
Total ' | - 44,600 33.600 11,000

' The contracted drilling rigs will be used 1o satisfy a p?mon of the commitments on the exploration contracts.

Liquidity and Capital Resources : :
At September 30, 2006 the Company had no debt and net working capital of $28.3 miltion, including cash
and cash equivalents of $38.7 million. y

The Company has an operating line of credit wi_lh a borrowing capacity of seven billion Colombian Pesos
(approximately $3.1 million) less letters of credit outstanding resulting in available borrowing capacity of
approximately $0.3 million. The Company can borrow at the fixed term deposit rate set by the Central Bank
of Colombia plus six percent per annum. .

L
The Company obtained a commitment letter in’ April 2006 from an international bank for a $50 million
revolving credit facility with an initial $25 million borrowing base. The facility bears interest at a rate equal
to the LIBOR (London Interbank Offered Rate) plus three percent per annum and is subject to standard

closing conditions.
|

]

f

Petrominerales Colombia Ltd. maintains a Techmcal Serwces Agreement w:th the Company’s indirect
parent company, Petrobank, for items such as oeologlcal geophysical, and engineering services provided.
All charges are based on cost plus a marginal administrativé fee; no more than five percent. These costs
totalled $0.7 million for the three-month period’ (2005 $0.5 million) and $1.6 million for the nine-month
period ended September 30, 2006 (2005 — $1.0'million). Of these costs, $0.5 million for the three-month
period and $1.3 million for the nine-month period ended September 30, 2006 (2005 — $0.3 million and
$0.4 million, respectively) were capitalized « while the remainder was recorded as general and

administrative expense. l‘

The Company pays Petrobank a monthly fee of $75,000 pursuant to a Management Services Agreement
made effective May 1, 2006. Costs under this agreement totalled $0.2 million for the three-month period
and $0.5 million for the nine-month period ended September 30, 2006, and was recorded as general and
administrative expense.

Transactions with Related Parties




Change in Accounting Policy

Change in Reporting Currency

On July 1, 2006, the Company changed its reporting currency from Canadian dollars to United States
dollars, as the United States dollar is more appropriate for the Company’s investors and other user‘s of the
financial statements. In making this change in reporting currency, the Company has fo]lowed
recommendations of the Emergmg Issues Committee (“EIC”) of the Canadian Institute of Chanered
Accountants (“CICA™), set out in EIC-130, “Translation Method When Reporting Currency Dyj’ers From
The Measurement Currency Or There Is A Change In The Reporting Currency”. 7 ;

}
Financial Statements for all periods presented have been translated from Canadian dollars into Umted States
dollars using the current rate method, based on EIC-130 recommendations. Using this method all
consolidated assets and liabilities have been translated using the exchange rate at the balance shetl,t dates,
while shareholders’ equity has been translated using the historical rates of exchange in effect on the dates of
the corresponding transactions. The consolidated statements of operations and retained earnmgs and

consolidated statements of cash flow have been translated using the prevailing average exchange lates for

the period, except for financing transactions which have been translated using the historical rates of
exchange. Any resulting exchange differences due to this translation are included in shareholders’ e'quity as
cumulative translation adjustment. The consolidated financial statements reflect a cumulative translation
adjustment and a corresponding increase in capital assets of $16.0 million as at September 30, 2006 CAll
comparative financial information being presented has been restated to reflect the Company s fi nanc1a]
statements as if they have been historically reported in United States dollars.

Outlook

In addition to the plans discussed in this MD&A, please see the third quérter 2006 Report to
Shareholders. ' N
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CONSOLIDATED BALANCE.SHEETS

(Unaudited, thousands of United States dollars)

September 30,

o December 31,
 As.at 2006 2005
'; - (Restated — Note 3)
Assets
Current assets
Cash and cash equivalents $ 38,679 $ 113
Accounts receivable and other current assels 9,156 2,274
; 47,835 2,387
Capital assets ‘ ' 130,735 85,930
' ' ! E $ 178,570 $ 88317
' I
. . n
Liabilities and Shareholders’ Equity i
Carrent liabilities _ ' |
Accounts payable and accrued liabilities $ 19,494 $ 17,612
19,494 17,612
Asset retirement obligations : 644 539
Sﬁarehb]dérs’ equity !
Common shares (Note 4) ' 138,906 67,308
- Contributed surplus (Note 4) i 337 . -
Cumulative translation adjustment (Note 3) | 16,024 “11,814 7
Retained earnings (deficit) . 3,165 (8,956)
i 158,432 70,166
| $ 178,570 $ 88317
!

Commitments and contingencies (Note 6}

See accompanying notes to these consoclidated financial slalem;ems.
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CONSOLIDATED STATEMENTS OF OPERATIONS AND RETAINED EARNINGS

(Unaudited, thousands of United States dollars, except per share amounts)

Three months ended

Nine months ended

September 30, September 30,
2006 2005 2006 2005
{Restated- {Restated- (Restated-
Note 3) Note 3) Nole 3)
Revenues | :
Qil $ 12818 $ 4953 $ 32,638 |§ 12,739
Interest income 312 - 197 -
Royalties , (1,025) (396} (2,620) (1,019)
' 12,105 4,557 30,218 11,720
Expenses _ _
Production . _ _ 1,551 774 3,899 2,195
General and administrative . 1,210 713 2,968 2,164
Foreign exchange loss (gain) 614 76 (155) 202
Stock-based compensation 198 - 337 -
Depletion, depreciation and accretion 3,752 1,486 9,586 4,186
7,325 . 3,049 16,635 8,747
Income before taxes 4,780 1,508 13,580 2,973
Taxes (528) (326) (1,459) (977)
Net income - . S 4,252 1,182 12,121 1,996
Deficit, beginniﬁg of period (Restated — Note 3) ' ' {1,087) (10,395) {8,956) (11,209)
Retained earnings (deficit), end of period $ 33065 $ (9213) |$ 3,165 $ (9,213)
Basic and diluted earnings per share (Note 4) - $ 004 § 0.01 $ 0.14 $ 0.03

Sec accompanying notes to these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOW

{Unaudited, thousands of United States dollars)

Three months ended

Nine months ended

| September 30, September 30,
2006 2005 2006 2005
(Restated- (Restated- (Restated-
Note 3) Note 3) Note 3)
Operating Activities
Net income $ 4252 §$§ 1,182 $ 12,121 $ 1,996
Depletion, depreciation and accretion ' 3,752 1,486 9,586 4,186
Stock-based compensation ' 198 - 337 -
| 8,202 2,668 22,044 6,182
Changes in non-cash working capital f (59) 182 (6,398) (989)
' ' 8,143 2,850 15,646 . 5,193
Financing Activities !
Issuance of common shares (Note 4) o (199) - 49,782 -
Equity received from majority shareholder (Note 4) - 2,175 21,816 7,747
: (199) 2,175 71,598 7,747
I
I
Investing Activities _ . _ _
Expenditures on capital assets (21,696) (4,216) {49,748) (12,601)
Changes in non-cash working capital . 9,059 (750 967 (241)
' (12,637) (4,966) (48,781) (12,842)
Net effect of foreign exchange on cash held in foreign _
currencies ' _ - 9 103 5
Net change in cash position L (4,693) 68 38,566 103
Cash and cash equivalents, beginning of period ' 43,372 109 113 74
Cash and cash equivalents, end of period : $ 38,679 § 177 $ 38,679 3 177
Cash and cash equivalents consist of: :
Cash $ 892 % 177 $ 892 . § 177
Cash equivalents $ 37,787 % - $ 37,787 § -

Commitments and contingencies (Note 6)

See accompanying notes to these consolidated financial slmeme;ms.




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As at and for the three and nine month periods ended September 30, 2006
(Unaudited. all tabular amounts are expressed in thousands of United States dollars, except share
amounts) .

Note 1 — Formation of the Company and Basis of Presentation

Petrominerales Ltd. (“Petrominerales™ or the “Company”) was incorporated in the Bahamas.on
April 20, 2006 as a wholly-owned subsidiary of Petro International Ltd., which in turn is a wholly-owned
subsidiary of Petrobank Energy and Resources Ltd. (“‘Petrobank™), for the purpose of acquiring all of the
issued and outstanding common shares of Petrominerales Colombia Ltd., a wholly owned subsidiary of
Petro International Ltd., in connection with the initial public offering of the common shares of the
Company (the “IPO™).

On June 29, 2006. the Company completed the TPO of 16 million common shares for total gross proceeds
of Cdn$60 million (Cdn$55.6 million net of costs). ‘

In conjunction with the completion of the [PO, the Company acquired all of the issued and outstanding
common shares of Petrominerales Colombia Ltd. from Petro International Ltd. in exchange for
78,999,900 common shares of the Company. The acquisition of Petrominerales Colombia Ltd. by the
Company is a non-arms length transaction and as such has been recorded by the Company at carrying
value. The Company’s. financial staterments presented for comparative purposes reflect the financial
position, results of operauons and cash ﬂowq as if the Company had been combined with Petrominerales
Colombia Ltd. since inception.

Note 2 - Significant Accounting Policies

These interim consolidated ﬁnancnal statements include the accounts of the company and its subsidiaries
as at and for the three and nine month periods ended September 30, 2006 and should be read in
conjunction with the audited financial statements of Petrominerales Colombia Ltd. as at and for the year
ended December 31, 2005 (which can be found on SEDAR at www.sedar.com in the Company’s Final
Long Form Prospectus dated June 13, 2006). The notes to these interim consolidated financial statements
do not conform in all respects to the note disclosure requirements of generally accepted accounting
polncnes for annual ‘financial statements. These interim consolidated financial statements are prepared
using the same accounting pollaes and methods of computation as disclosed in the audited financial
statements of Petrominerales Colombia Ltd., except for the change in reporting currency as described in
Note 3. ~

Note 3 — Change in Accounting Policy
Change in Reporting Currency

On July 1, 2006, the Company changed its reporting currency from Canadian dollars (Cdn$) to United
States dollars ($), as this currency is more appropriate for the Company’s investors and other users of the
financial statements. ‘In making this change, the Company has followed recommendations of the
Emerging lIssues Committee (“EIC”) of the Canadian Institute of Chartered Accountants (“CICA"), set
out in EIC-130, “Translation Method When The Reporting Currency Differs From The Measurement
Currency Or There Is A Change In The Reporting Currency.”

Financial statements for all periods presented have been translated from Canadian dollars into United
States dollars using the current rate method, based on EIC-130 recommendations. Using this method, all
consolidated assets and liabilities have been translated using the exchange rale at the balance-sheet dates,
while shareholders’ equity has been translated using the histonical rates of exchange in effect on the dates
of the corresponding transactions. The consolidated statements of operations and deficit and consolidated
statements of cash flow have been translated using the prevailing average exchange rates for the period,
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except for financing transactions which have been translated using the historical rates of exchange. Any
resulting exchange rate differences due to [hlS translation are included in shareholders’ equity as
cumulative translation adjustment. All comparduve financial information being presented has been
restated to reflect the Company’s financial statements as if they have been historically reported in United
States dollars and the effect on the consolidated financial statements resulted in a cumulative translation
adjustment and corresponding increase in capital assets of $16.0 million as at September 30, 2006.

Note 4 — Share Capital
Authorized

The Company has authorized capital of 200 000 000 common shares, with a par value of $1.00 per
common share. [

Common Shares |

Common Share Continuity _ i - Number Amount

(Restated - Note 3)

December 31, 2005 . | .. 78,999,900 . § 67,308
Contributed from Petrobank before March 31 12006 . - 21,816

" Incorporation on April 20, 2006 : ‘ 100 -

~ Issued pursuant to IPO | 16.000.000 53,766
. Share issue costs . | - - : (3.984)
, Balance at September 30, 2006 ! 95,000,000 . $ 138906

l
In connection with the PO, the Company issued 78,999.900 common shares in exchange for all of the issued and
outstanding common shares of Petrominerales Colombia Ltd. and includes common shares and contributed surplus of
Petrominerales Colombia Ltd. representing the hlstoncal equity contributed indirectly by Petrobank as if the Company and
Petrominerales Colombia Ltd, had bCLn combined amcc inception.

)

Srock Options . o t

'I‘he Compdny has established a stock option p]an for directors, officers and employees, The plan allows
for the issuance of up to 10 percent ‘of the outstanding shares of the Company. The exercise price is no
less than the market price of the Company’s slock on the date of the grant. Stock option terms are
détermined by the Company’s Board of Dlrectors but typically. options vest evenly over a period of four
years from the date of grant' and’ expire between fivé and 10 years after the date of grant. As at
September 30, 2006, the Company had 3,090, 126 'stock options ouwtstanding. with a weighted average
exercise price of Cdn$3.77 per share. The remalmng contractual life is between five and ten years and no
options are currently available for exercise. !

i

Stock-Based Compensation |

The Company uses the fair value-based melhoé_i of accounting for its stock-based compensation plan
whereby . the fair- value of stock .options is recognized as stock-based compensalion expense and
contributed surplus. Stock-based compensauon|expense for the three and nine-month periods ended
Seplember 30, 2006 totalled $0.2 million and $0.3 mllllon respecnve]y (2005 - m])




The fair value of stock options granted have been estimated on their respective grant dates using the
Black-Scholes option-pricing mode] using the following assumptions:

Nine months ended September 30 7006

Risk free interest rate ™ ‘f_ S 4.5%
Dividend rate e 0%
Expected life (years)” ~ 33

Expected volatility 30%

The average fair value per stock ;option ;-gramed during the three and nine-month periods ended
September 30, 2006 was $1.19 (2005 - nil) and $1.04 (2005 — nil) respectively, as at the date of grant.
|

Earnings Per Share ‘ i
Basic and diluted earnings per share have been calculated based on net income divided by the wei:ghted
average number of common shares outstanding for the three month peried ended September 30, 2006 of
95,000,000 (2005 - 78.999,900) and for the nine month period ended September 30, 2006 of 84,509,118
(2005 - 78,999,900). The diluted calculations include nil additional shares for the potential impact of
stock options and stock-based compensation, as the impact is anti-dilutive.

Note 5 — Related Party Transactions :
Petrominerales Colombia Ltd. maintains a Technical Services Agreement with the Company’s indirect
parent company, Petrobank, for items such as geological, geophysical, and engineering services provided.
All charges are based on cost plus a marginal administrative fee, no more than five percent. These costs
totalled $0.7 million for the three-month period (2005 — $0.5 million) and $1.6 million for the nine-month
period ended September 30, 2006 (2005 - $1.0 million). Of these costs, $0.5 million for the three-month
period and $1.3 million for the nine-month period ended September 30, 2006 (2005 — $0.3 million and
$0.4 million, respectively) were capitalized while the remainder was recorded as general and
administrative expense.

The Company pays Petrobank a monthly fee of $75.000 pursuant to a Management Services Agreement
made effective May 1, 2006. Costs under this agreement totalled $0.2 million for the three-month period
and $0.5 million for the nine-month period ended Seplember 30, 2006, and was recorded as general and
administrative expense.

Note 6 — Commitments and Contingencies

The Company has committed to various work programs pursuant to its exploration contracts. These
commitments are expected to total approximately $22.6 million before June 30, 2008 and represent
normal course exploration expenditures including acquiring and evaluating seismic data and drlling
exploration wells. The Company has also securéd two drilling rigs for 18 and 16-month terms (starting
June 2006 "and December 2006, respectively), which are expected to cost $22.0 million over their

combined contract terms. The contracted drilling rigs will be used to satisfy a portion of the commitments

on the exploration contracts. Petrominerales plans to fund these commitments with existing cash balances,
funds flow from operations, and available credit facilities. The Company has issued letters of credit
totalling $2.8 million outstanding in connection with the obligations on these exploration contracts.

() Petrominerales

Torre B: Calle 113 No. 7 — 45, Bogotd. Colombia
Investor Relations: 1-403-750-4400
Website: www.petrominerales.com

. TSX: PMG
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' /“PETROBANK

Three months ended Nine months ended
Septelmber 30, . September 30, %
‘ 2006 2005 2006 2005 change
Financial
($000s, except where noted) 7 . |
Oil and natural gas revenue : 24,639 = 17,983 37 - 73,499 42,571 73
Funds flow from operations " 14,7881 8,877 67 | 45368 16,848 169
Per share — basic ($) 0.22! 015 | 47 0.68 0.29 134
- =diluted ($) : 0.21; I 0.15 40 0.66 0.29 128
Net income : 5,169, 3,170 63 20,486 7,624 169
' Per share — basic (8) 0. 08| 0.05 60 0.31 - 0.13 138 .
— diluted ($) . 0.071 0.05 40 0.30 0.13 131.
C_a;lpital expenditures . 57,904] 32,094 80 158,356 59,716 { * 165
Total assets 3956541 215,829 83 - 395,654 215,829 83,
Net debt @ 70,366' 54,526 29 70,366 54,526 |. 29
Common shares outstanding, end of : ‘
period (000s) e : ‘
Basic , 67,293, 59,148 14 67,293 59,148 14
Diluted . - 71,346, 64,333 11 71,346 64,333 11
Operations © . |
Canadian operating netback ($/boe except where noted) ,
Natural gas revenue ($/mcf) @ - 5. 39I - 8.25 (33) 623 - 7.03 (11
Oil and NGL revenue {$/bbl) 72.13° : 65.50 - 10 64.52 60.16 7

“Oil and natural gas revenue @ 44, 28| 53.07 an 44.61 4534 2)

* Royalties 6.00; 10.41 (42) 6.94 0.24 (25)

‘Production expenses 8. 63 | 5.81 49 6.47 6.52 (D

- Transportation expenses 0. 42 | 1.08 (61) ' 0.43 1.20 (64)

i Operating netback 29.231 35.77 (18) 30.77 2838 { .8

Colombian operating netback ($/bbl) ! o : —

' Oil revenue _ 64.58 60.24 . 7 63.20 53.97 17
Royalties . C 516, . 4382 7 5.07 432 17
Production expenses _ 7.80] 9.41: a7 7.56 - 9.31 (19)

: Operating netback _ . 51.62| 46.01 | 12 50.57 40.34 25

Average daily production ! :
Canada — natural gas (mcf) 10,578| 11,485 (8) 13,267 10,805 23

Canada — oil and NGL (bbls) - 756i . 551 37 802 381 | 110

Total Canada (boe) - ' 2,519 2,465 2 3,013 2,182 38

.~ Colombia — oil (bbls) , 2,420| . 1,073 126 2,133 1,056 102

{  Total Company (boe) ; 4 939i 3,538 40 . 5,146 3,238 59

1 F
w,

@,
&
4

Calculated based on cash ﬂow before changes in non-cash working capital and asset retirement obligations settled.
Includes working capital (deficiency) and subordinated notes The subordinated notes were repaid on July 31, 2006.
6 mcf of natural gas is equwalent tol barre] of ail equwalent {(“boe”).

Canadian sales prices are shown after forward gas sales jcontracts.



REPORT TO SHAREHOLDERS

HIGHLIGHTS ,
The third quarter resuits are highlighted as follows:

¢ Atour WHITESANDS project we began combustion operations and produced first oil from the
world’s first THAI™ well pair, initiated the Pre-Ignition Heating Cycle (“PTHC”) on the second
of three well pair and drilled fwe successful exploration wells on our oil sands leases. -

¢ The Company drilled 46 (40.5 net) ‘conventional oil and gas wells in Canada.

* Conventional production averaged 4,939 boepd in the third quarter of 2006, a 40 percent increase
over the comparative 2005 period.

"+ Funds flow from operations increased 67 percent to $14.8 million.
* Net income increased by 63 percent to $5.2 million.

¢ In July 2006, the Company closed a new $120 million credit facility and used a portion of the
proceeds to repay the remaining $50 million of 9% subordinated notes that were outstanding.

OPERATIONAL UPDATE

Heavy Oil Business Unit

THAI™ combustion operations at WHITESANDS during the third quarter of 2006 continued to confirm
the effectiveness of the THAI™ technology in our first weil pair. Two additional key operational
milestones were achieved in the third quarter with the initiation of the Pre-Ignition Heating Cycle
(“PTHC”) on the second well pair and the shipment of the first produced oil from the project.

Air injection and combustion was initiated on the first of the three pmJect wells on July 20, 2006, and we
. have been continually injecting air into the vertical well of this center well pair. During the first three
weeks of air injection, in-situ combustion ignition was confirmed as we measured various indicators! of
_ the combustion reaction, including significantly rising temperatures in the reservoir zone, production. of
combustion gases and rising horizontal well bore temperatures. This trend continued through the third
quarter with recorded reservoir temperatures reaching as high as 800 degrees Centigrade. Combustion gas

analysis consistently demonstrated a high ratio of carbon dioxide to carbon monoxide, indicating a very

high level of conversion of oxygen, hydrocarbon gases indicative of thermocracking of oil in-situ, and
free hydrogen generated from high temperature reactions, all indicators of efficient high temperature
combustion. These data also suggest that we are upgrading the oil in-situ. We are very early in the process
of building out the combustion front in the first THAT™ well pair and estimate that only approximately
7.000 m’ of the reservoir has been affected by combustion at the toe of the horizontal well, which is less
than one percent to total reservoir volume expected to be afﬁ.cted by ccmbustion over the life of each
THAT™ well pa1r ,

Since initiating THAI™ production operations, the gross production capability from the first horizortal :

well has consistently exceeded 1,000 barrels of fluid per day with the potential production capability
double our initial forecast rate. High produciive capacity has meant that we have had to mandge
operations to match well flow with current plant capability. The composition of produced fivids continues
to be variable, consisting of a combination of condensed’steam from the Pre-Ignition Heating Cycle
(“PTHC™), reservoir water, bitumen, and sand. Bitumen production rates, while variable, increased over
the quarter. During October we saw a significant rise in bitumen production and we produced

approximately 4,000 barrels of bitumen. This production was not rateable on a daily basis since the plant

facilities were not on stream for the entire period. However, during this period, when producing at high
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gross fluid rates, we experienced an average 30 percent bitumen cut. While facility bottlenecks and well
and plant maintenance operations during the quarter reduced the ability to produce continuously and at
the higher rates, air injection operations were not curtailed and have increased over the quarter, indicating
an expanding area of combustion.

Surface facilities have been able to handle a wi(:ie range of fluid rates and temperatures, however we have
experienced facilities downtime and reduced production due to equipment commissioning issues,
adjustments to manage higher than design well production capability, and sand production. These
facilities issues necessitate ongoing operational adjustments and sand clean-out procedures in the surface
facilities and the horizontal well. As reported previously, the produced sand is very fine-grained,
indicating that a sand-bridging structure within the reservoir has vet to be fully established. This is most
likely a result of our transition from the earlier 'steam injection operations to combustion operations, and
may have been impacted by earlier horizontal well procedures at the beginning of the THAI™ production
phase. While we expect the produced sand to be minimized as the combustion front expands and a
consistent rateable flow regime is established,, we are also enhancing our sand handting capability to
minimize plant down time. These facilities modlficauons are underway and are expected to be in place by
the end of November. :

Modified PTHC operations began late in the third quarter for the second well pair and we expect to initiate
the PIHC for the third well pair in November. The modified PIHC operations are designed to reduce the
amount of steam and time required to create reservoir mobility before initiating air injection and
combustion. :

We are still in the very early stages of the THAI™ process and in a state of continual adjustment of our
operations. This continuous improvement process is consistent with starting up the first field scale
demonstration of a new technology, allowing us to modify certain aspects of our surface facilities and
operating procedures. We foresee an ongoing process of technical improvement and innovation as we
enhance our ability to produce significant volumflfs of oil using the THAI™ process.

Additional Resource Delineation o

During the second quarter of 2006, we reported that the estimated gross bitumen-in-place on a portion of
the 62 sections of oil sands leases owned by our 84 percent subsidiary, WHITESANDS Insitu Ltd. had
increased to 1.6 billion barrels, based on a Mdy 2006 Fekete Associates Ltd. resource evaluation. In
addition, a recoverable reserve and resource assessment by McDaniel Associates Ltd. (“McDaniel”)
effective May 1, 2006 estimated an initial gross‘ recoverable bitumen volume, based on Steam Assisted
Gravity Drainage (“SAGD”) technology, of up to 537 million barrels, which includes 25 million barrels
of gross probable reserves and 70 million barrels of gross probable plus possible reserves.

During the third quarter of 2006 we drilled five oil sands exploration wells on areas of the leases we
believed to contain considerable additional recoverable resources. Weather and ground conditions
prevented us from drilling an additional four planned wells, which will now be incorporated into our
winter drilling program. The five new wells all' intersected significant McMurray channel of a quality
equal to or better than previous wells. All of these wells were cored and logged and will be incorporated
into an updated McDaniel recoverable resource report. The initial McDaniel report included only 13
sections of our lands, those with at least one drill hole per section, and excluded a number of sections with
McMurray channel indicated by our 3-D msmlc and/or areas on trend with known McMurray channel.
The additional ten well winter drilling program is also expected to delineate significant new recoverable
bitumen resources. We have requested an update'to the McDaniel report to reflect the impact of the most
recent drilling program, and we anticipate a further update will follow our winter drilling program. We
also plan to update the reserve evaluation based on the THAI™ recovery process which we believe will
have a higher recovery rate, and hence greater recoverable reserves than the SAGD-based estimates.



Project Development

In addition to the ongoing delineation of the recoverable resource potential of our lands we are also
evaluating a potential project site for a THAI™ expansion project of approximately 10,000 barrels per

day. We have been in the early stages of evaluating a new project area proximal to the current pilot site, to

optimize infrastructure, and have selected a preliminary project area. Project scoping and preliminary
engineering are expected to commence early in 2007.

A CAPRI™ test is anticipated by mid 2007, this will either be through a modification of one of the three
current horizontal wells, or in a well drilled specifically for CAPRI™.

The THAI™ Process

THAI™ is an evolutionary in-situ gravity assisted combustion technology for the recovery of bitumen
and heavy oil that combines a vertical air injection well with a horizontal production well. THAI™
integrates existing proven technologies and provides the opportunity to create a step change in the
development of heavy oil resources globally. During the process, a high temperature combustion front is
created underground where part of the oil in the reservoir is burned, generating heat, which reduces the
viscosity of the remaining oil allowing it to flow by gravity to the horizontal production well. The
combustion front sweeps the oil from the toe to the heel of the horizontal producing well, recovering up to
an estimated 80 percent of the original-oil-in-place while partially -upgrading the crude oil in-situ.
Petrobank controls all intellectual property rights to the THAI™ process and related enhancements,
including the patented CAPRI™ technology, which offers the potential for further in-situ upgrading
through the use of a well-bore integrated catalyst. '

THAI™ has many potential benefits over other in-situ recovery methods, such as SAGD. These potential
benefits include higher resource recovery, lower production and capital costs, minimal usage of natural
gas and fresh water, a partially upgraded crude oil product, reduced diluent requirements for
transportation, and lower greenhouse gas emissions. The THAI™ process also has the potential to
operate in lower pressure, lower quality, thinner and deeper reservoirs than current steam-based recovery
processes.

THAI™ can also be applied to other heavy oil deposits and it is our strategy to initiate projects in mobile
oil reservoirs in Canada and/or internationally. QOur ultimate goal is to capture a global portfolio of heavy
oil resources where the application of our THAI™ technology can lead to greatly improved recovery rates
and significant long-term value growth for the Company. In support of this activity, Petrobank’s
80.7 percent owned subsidiary, Petrominerales Ltd. (TSX: PMQ), is evaluating two heavy oil Technical
Evaluation Areas in Colombia covering 0.8 million acres for the potential application of THAI™.

Canadian Business Unit

Canadian Business Unit production averaged 2,519 boe per day {“boepd”) in the third quarter of 2006,
compared to 2,465 boepd in the third quarter of 2005 and 3,017 boepd in the second quarter of 2006. Our
2006 program has, to date, experienced delays due to weather conditions, regulatory approval and
equipment availability. At the end of the third quarter we began to bring on initial production additions
from our successful 2006 projects that allowed us to exit the quarter producing approximately 3,000
boepd. During the third quarter, activity increased dramatically with the drilling of 46 (40.5 net) wells,
compared to only 17 (14.1 net) wells in the second quarter and 12 (8.7 net} in the first quarter of the year.
The majority of the impact of this 2006 program will be realized through production additions during the
fourth quarter. The first new production in 2006 from our Jumpbush drilling program was tied-in to our
facility at the end of the third quarter. We currently have approximately nine million cubic feet of natural
gas per day (“mmcfpd”) of behind-pipe capacity awaiting tie-in. The recent drop in natural gas prices had
encouraged Petrobank to accelerate our low risk light oil drilling program and defer our gas drilling
programs. Results to date on the light oil plays in both the Bakken and the Torquay zones of southeast
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Saskatchewan and southwest ,Manitoba are very encouragmg and will result in significant new oil
production being added during the fourth quarter.
Canadian Business Unit Drilling Results !

. Ql Q2 ! Q3 Q4 To Date Year to date

Property Gross Net Gross Net  Gross Net Gross Net Gross Net  Success %
JumpbusWilo 4.0 2.8 14.0 116 ; 29.0 25.1 1.0 1.0 48.0 40.5 100%
Red Willow 2.0 2.0 1.0 1.0 4.0 4.0 1.0 1.0 8.0 8.0 75%
Innes - Bakken - - - - 30 3.0 20 2.0 50 5.0 80%
Sinclair - Torquay - - - -, 60 6.0 5.0 5.0 11.0 11.0 100%
Other operated 30 3o 1.0 e, 20 2.0 - - 6.0 6.0 67%
Non-operated 3.0 09- 10 05 ! 20 0.4 - - 6.0 1.8 72%
Total _ 12.0 8.7 17.0 14.1 | 46.0 40.5 9.0 9.0 84.0 72.3 92%
% gas 42% 44% 88% 86% 2% 72% 22% 22% 65% 65%

Jumpbush

The majority of our 2006 Jumpbush wells were drilled in the third quarter. To date, we have drilled
44 (37.0 net) wells, 31 (23.9 net) of which have been tied-in and another 13 (13 net) wells are currently
awaiting tie-in. Prior to year-end, additional compression will also be added to increase production from
all of the wells drilled and tied-in this year. The 13 remaining wells to be tied-in have been tested at
3.6 mmcefpd but we expect the first month’s contrlbuuon will be approximately 2.0 mmcfpd. We have one
additional well planned to be drilled and tied-in this year. We continue to work on planning and
regulatory approvals for a 50 to 100 well program next year.

Milo

Milo is just south and east of the Jumpbush property, where we have been extending our Jumpbush
exploration model, pursuing Belly River zones with high initial production rates. In 2006, four (3.5 net)
wells have been drilled, three (2.5 net) wells during the third quarter. This gas is more complicated to tie-
in as we need to utilize third party plpelmes and facilities. Currently the four wells have tested at
aggregate rates of 2.25 mmcfpd, and we anncnpate aggregate initial production from the wells of
approximately 1.1 mmefpd. Through the balanc_:e of 2006 we plan to tie-in the four wells and drill a fifth
well. We continue to expand our inventory of opportunities on this trend and are confident in the
exploration model we are employing to 1dentlfy lands of interest and add to our inventory of drilling
locations.

Red Willow

High deliverability Mannville zones that can be either oil or gas bearing characterize the Red Willow
property. To date in 2006, eight wells (8.0 net) have been drilled, with four of those drilled in the third
quarter and one more drilled in the fourth quarter. Our drilling resulted in one oil well and five gas wells.
The best results have come from the last four gas wells drilled with three of these wells testing at
combined rates of 5.3 mmcfpd. We anticipate the first month contribution from all four wells to be
approximately 5.5 mmcfpd. Through the balance of 2006 we plan to tie-in these four wells and drill a
horizontal well into an existing Glauconite zone oil pool.




Innes area — Bakken Resource Play

The Bakken resource play of southeast Saskatchewan generally requires horizontal wells with specialized
fracture stimulations to create economic production of light oil. Petrobank initially participated in this
play as a partner in wells operated by other companies testing the initial viability of extracting light oil
from this geographically extensive, low permeability reservoir. In 2006 we have participated in four (0.81
net) joint interest wells to date. Furthermore, we expect to participate in an additional three (0.75 net)
non-operated wells to be drilled by year-end. We have utilized the experience gained from these early
joint ventures to high-grade and expand our 100 percent working interest acreage, further increasing our
strong land position in the Bakken play. In the third quarter we began drilling our own 100 percent
working interest wells. So far five horizontal wells have been drilled and the rig is currently drilling the
horizontal section of our sixth well. The first two of these wells have been fracture stimulated and we
expect to have production from our stimulated wells on-stream during the month of November, and we
expect to have another five horizontal wells drilled by year-end. We have a large inventory of
opportunities in this area and our success to date means we have added many more development locations
to this inventory. Petrobank will monitor performance from this relatively new play before providing
comments on additions to our production. -

Sinclair / Rverson area — Torguay play

The Torguay play, like the Bakken play, is a relatively new light oil play in southeast Saskatchewan and
southwestern Manitoba. Petrobank-was able to monitor this play through farm-out agreements on a smali
part of our fee-simple lands located in-Manitoba. Through late 2005 and 2006 Petrobank continued to
assess this new opportunity and expand our land position in Saskatchewan and Manitoba on the trend.
Starting in the third quarter, we have now drilled 11, 100 percent working interest wells, all of which are
cased as potential oil wells. In the Ryerson area, a new pool has been discovered and to date we have
drilled seven development wells, four of which are producing with all seven expected to be on-line within
two weeks. Our remaining exploration wells are being evaluated and we anticipate drilling a minimum of
five more exploration or development wells by year-end. Our inventory of development locations has
expanded rapidly as a resuit of our success in the area to-date. Again, we will be menitoring the
performance from this relatively new play before providing comments on additions to our production. -

Exploration -

Petrobank is further positioning itself in new exploration areas’ with higher impact plays to compliment
our large inventory of low-risk gas and light oil opportunities. This program is growing and we have
acquired 5,120 acres of exploration lands on new prospects during 2006. We will continue to add to our
land position and mature our exploration ideas in these new areas with seismic and technical work in
preparation for drifling in 2007.

Latin American Business Unit - Petrorﬁinerales Ltd. (“Petromineraleé”}

During the third quarter the activities of Petrominerales, Petrobank’s 80.7 percent owned subsidiary, were
focused on continuing development in Orito, implementing our pilot fracture stimulation program in
Neiva and preparing for a significant exploration drilling program in the Llanos and Putumayo Basins
which will begin during the first quarter of 2007.

Third quarter 2006 production averaged 2,420 bpd compared to 2,612 bpd in the second quarier of 2006
and 1,073 bpd in the third quarter of 2005. The significant increase from the prior year period is mainly
due to the success of the Orito-117 and 118 completions at the end of the first quarter of 2006° which
proved-up a significant southwest extension to the Orito field. The decrease from the prior quarter is
mainly a result of certain wells being taken off production during the period for the re-work and
recompletion programs outlined below, and due to natural declines.
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Orito

We have now completed drilling three wells in the Orito field since June 2006, the Orito-119 well, the
redrill of the Orito-116 location and the Orito-124 well.

The Orito-119 well was completed in the upperCaballos sands using a slim hole drilling design. Due to a
lack of pressure integrity behind the productmn liner, a remedial cement job was attempted on the well.
With this poor cement job, we were unable to apply our revised fracture stimulation program to the
productive intervals in this well and initial oil producnon from the well has been limited to approximately
60 bpd. If this well exhibits improving productive capability as it cleans up following completion, we
plan to install an electrical submersible pump to optimize the productive capability of the well.

Following the Orito-119 well, the rig drilled the sidetrack of the Orito-116 well, also incorporating our
slim-hole drilling design, which reached total- depth of 6,525 feet on July 4, 2006. As expected, the
sidetrack well encountered a similar high quality series of Caballos sands as in the original 116 well
which was our original confirmation of the southwest extension to the field, initially testing at rates of
more than 1,000 bpd. Unfortunately, the sidetracked well appears to have experienced a casing collapse,
similar to the one which occurred in the ongmal 116 well and has now been abandoned. Based on these
two well results and similar issues assoc1ated with the Orito-113 recompletion discussed below,
Petrominerales will be ellmlnatmg slim-hole drilling design from our future development plans.

Following the Orito-116 sidetrack, the rig commenced drilling Orito-124, which reached total depth of
8,134 feet on October 3, 2006. We are in the process of completing the Orito-124 well, in the prolific
southwest extension area of the field. Log analysis indicates significant hydrocarbon reserves in the
Caballos' B, C and D sands. Initial tests of the Caballos “B2” and “B3” reservoirs indicate oil
productivity, and we are currently in the. process of fracture stimulating these sands. Immediately
thereafter we plan to fracture stimulate the C and D sands and put the well on test. The Orito-122 well is
now drilling at a depth of 6,600 feet and we expect to reach total depth within the next week. The Orito-
122 well is expected to prove the updip extension of the oil zone and more fully define the potential of
this undrilled area. A successful well in this region of the field has the potential to further increase our
inventory of development drilling locations. ' )

In addition to this recent drllhng, we also performed re-completions on the Orito-113 and Orito-115
wells. We re-entered the Orito-113 well in an. attempt to recover lost production due to near wellbore
damage and the well was also deepened to the Upper Caballos A sand. A slim hole liner was set in the
previous open-hole productive interval to fac1htate further fracture stimulation and zonal isolation. During
our pre-stimulation operations, pressure commumcatlon behind the liner was observed, and the
subsequent fracture stimulation was postponed. We installed a liner top packer to achieve annular
isolation and performed a remedial cement job to allow for a successful fracture stimulation of the
Caballos zone in that well. The well is currently cleaning up at rates of approximately 250 bpd. The
Orito-115 well was also re-completed with a production liner and a fracture stimulation program. The
well was placed back on-line recently, and'is currently cleaning up with oil production rates of
approximately 80 bpd, well in excess of the well’s pre-stimulation potential.

Our second drilling rig, contracted for 16 montllls, has been further delayed and it is not expected to arrive
in Orito before mid December. We are assessing the possibility of moving this rig directly to our Llanos
exploration program to avoid high mobilization and demobilization costs associated with moving it into
Orito where it would most likely only be capéblc of drilling one additional development well prior to
returning to the Llanos Basin to commence ourexploration program. Irrespective of our short-term plans,
the rig will ultimately be moved to Orito to accelerate our development drilling program.



Neiva

At Neiva, we completed our initial phase of fracture stimulations involving five test wells in the Honda
and Doima-Chicoral reservoirs. The DT-56 (Doima-Chicoral) stimulation was highly successful,
increasing gross oil production rates from 86 to 170 bpd. The Honda formation fracture stimulations
included the installations of progressive cavity pumps (“PCPs™) and initially has resulted in s1gmﬁcant
increases in production. Based on positive initial results, we plan to drill at least three new Doima-
Chicoral wells incorporating our fracture stimulation design into the completions. We will continue to
monitor the Honda fracture stimulations and expect to be able to expand this program to more than
50 additional Honda locations at Neiva. We have also recently completed the conversion of two wells to
water injectors as part of an initial pilot water flood program in the Honda reservoir. We commenced
water injection on November 1™ and expect response in the surrounding wells during the first half of
2007.

Exploration

Petrominerales has completed the first phase exploration commitments, which included acquiring 3-D
seismic and interpretation of existing data on the first five of our exploration blocks, evaluating key,
prospective portions of each block. Beginning in February 2007, we will begin a five-well drilling
program to test the initial prospects on each of the Casanare Este, Casimena, Corcel and Las Agmlas
blocks, as well as our second test on the Joropo block. In addition, Petrominerales has signed two
exploration licenses (Mapache and Castor) covering a significant portion of the original Cmcago
Technical Evaluation Agreement (“TEA”). The recently signed Mapache block covers 107,705 acres and
our proposal includes a first phase commitment to acquire 40 square kilometers of 3-D seismic and to
drill two exploration wells, which are scheduled for the first quarter of 2008. The Castor block, which was
just approved by the National Hydrocarbon Agency, covers 110,265 acres and our proposal includes the
acquisition of an initial 30 square kilometer 3-D seismic survey and drilling one well. Petrominerales has
also been evaluating the heavy oil potential of our two TEAs in the southern Llanos Basin, where there is
evidence of an extensive heavy oil belt. We have begun negotiations to change the entire Rio Ariari TEA
to an exploration block covering slightly more than 600,000 acres. Our proposal includes a first phase
work commitment of 100 kilometers of 2-D seismic. We hope to complete negotiations on the Rio Ariari
exploration license by the end of the month. We have also submitted a proposal to convert approximately
177,500 acres of the original Chiguiro TEA into an exploration license and we are evaluating our first
right of refusal on a third party proposal over another portion of the original TEA area covering
approximately 125,000 acres. Petrominerales has a license to use Petrobank’s THAI™ technology and is
evaluating the technology’s applicability to these Llanos Basin heavy oil deposits. '

Upon acceptance of these most recent exploration proposals, Petrominerales’ exploration land base w1ll
total 2.0 mtllton acres in nine exploration b]ocks and two TEAs,
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The following Management’s Discussion and Analysis (“MD&A”) is dated November 10, 2006 and
should be read in conjunction with the unaudited consolidated financial statements of Petrobank Energy
and Resources Lid. (“Petrobank” or the “Company”) as at and for the three and nine month periods
ended September 30, 2006, MD&A for the year ended December 31, 2005, and the audited consolidated
financial statements as at and for the vear ended December 31, 2005. Petrobank consolidates the
financial and operating results of Petrommera!es Ltd, (“Petrominerales”), a company with operations in
Colombia, and WHITESANDS Insitu Ltd., a company holding oil sands ieases and completing a pilot
project to field demonstrate Petrobank’s patented THAI™ heavy oil recovery process. Petrobank's
ownership in the two compunies is 80.7 percent and 84 percent, respectively. Additional information for
the Company, including the Company’s Annual Information Form, can be found on SEDAR at
www.sedar.com or at www.petrobank.com. In addition to historical information, the MD&A contains
forward looking statements that are generally identifiable as any statements that express, or involve
discussions as to, expectations, beliefs, plans, objectives, assumptions or future events of performance
(often, but not always, rhrough the use of words or phrases such as “will Iikeiy result,” “expected,” “is
anticipated,” “believes,” “estimated,” mtends “plans,” “projection” and “outlook”) are not
historical facts and may be forward-looking and may involve estimates, assumptions and uncertainties
which could cause actual results or outcomes to differ materially from those expressed in such forward-
looking statements. Actual results achieved during the forecast period will vary from the information
provided herein as a result of numerous known and unknown risks and uncertainties and other factors.
Such factors include, but are not limited to: general economic, market and business conditions;
Sluctuations in oil and gas prices; the results. of exploration and development of drilling and related
activities; fluctuation in foreign currency exchange rates; the uncertainty of reserve estimates; changes in
environmental and other regulations; risks assoc:ated with oil and gas operations and other factors,
many of which are beyond the control of the Company. Accordmgly, there Iis no representation by
Petrobank that actual results achieved during the Sforecast period will be the same in whole or in part as
those forecast. Further, any forward-looking statement or statements to reflect events or circumstances
after the date on which such statement is made or 10 reflect the occurrence of unanticipated events, except
as required by applicable securities laws.

Natural gas volumes have been converted to bq‘zrrels of oil equivalent (“boe”) so that six thousand cubic
feet (“mcf”} of natural gas equals one barrel based on an energy equivalency conversion method
primarily applicable at the burner tip and does not represent a value equivalency at the well head. Boes
may be misleading, particularly if used in isolation. This report contains financial terms that are not
considered measures under Canadian generally accepted accounting principles (“GAAP”), such as funds
ﬂow from operations, funds flow per share, net debt, and operating netback. These measures are
commonly utilized in the oil and gas mdustry and are considered informative for our shareholders.
Specifically, funds flow from operations and funds flow per share reflect cash generated from operating
activities before changes in other non-cash working capital and asset retirement obligations settled.
These measures are considered important as they demonstrate the Company’s ability to generate
sufficient cash to fund future growth opportumues and repay debr. All amounts are in Canadian dollars,
unless otherwise stared.

Revenue

In the third quarter of 2006, oil and natural gas revenue increased by 37 percent to $24.6 million from
$18.0 million in the third quarter of 2005. OnI a year to date basis, revenue increased by 73 percent to
$73.5 million in 2006 from $42.6 million in the same period in 2005. These increases were a result of
higher oil production and realized oil prices in both Canada and Colombia, offset somewhat by lower
natural gas production and realized natural gas prices in Canada.



Average Daily Production

Total production for the Company increased by 40 percent to 4,939 boe per day (“boepd”} in the third
quarter of 2006 compared to 3,538 boepd in the third quarter of 2005, comprised of 2,519 boepd of
conventional oil and gas production in Canada and 2,420 barrels per day (“bpd”) of oil production in
Colombia. On a year to date basis, production increased by 59 percent to 5,146 boepd in 2006 compared
to 3,238 boepd in 2005, comprised of 3,013 boepd in Canada and 2,133 bpd in Colombia.

The Company’s natural gas production decreased to an average 10.6 million cubic feet per day
(“mmcfpd”) in the third quarter of 2006 compared to 11.5 mmcfpd in the third quarter a year earlier, and
increased to 13.3 mmcfpd in the first nine months of 2006 compared to 10.8 mmcfpd in the first nine
months of 2005. The increase in the nine-month period is mainly a result of significant production
additions at Jumpbush at the end of 2005, since then gas production has experienced natural declines. The
Company has drilled 56 (48.5 net) wells in the greater Jumpbush area and at Red Willow during 2006.

The majority of these wells are being brought on production during the fourth quarter, with significant
production increases expected by year-end. Oil and NGL production in Canada during the third quarter
averaged 756 bpd, an increase of 37 percent from the 551 bpd produced in the third quarter of 2005, and
increased by 110 percent to 802 bpd in the first nine months of 2006 compared to 381 bpd in the first nine
months of 2003. Total Canadian production averaged 2,519 boepd in the third quarter and 3,013 boepd in
the first nine months of 2006, increases of two and 38 percent, respectively, over the comparable periods
in 2005. Canadian production includes royalty income production from the Company’s fee title lands of
363 boepd in the third quarter, an increase of 19 percent over the 304 boepd received in the third quarter
of 2005, and 424 boepd in the first nine months of 2006, a 51 percent increase over the 281 boepd
received in the first nine months of 2005. The increases relate primarily to new Bakken light oil
production in southeast Saskatchewan. The Company has now commenced an extensive drilling program
targeting the Bakken and Torquay formations in southeast Saskatchewan and southwest Manitoba which
is expected to significantly increase working interest oil production over the near term and through 2007,

Oil production in Colombia increased by 126 percent to 2,420 bpd in the third quarter of 2006 from
1,073 bpd in the third quarter of 2005. Production in the first nine months of 2006 doubled from 1 ,056
bpd in the first nine months of 2005 to 2,133 bpd in the first nine months of 2006. These increases are due
mainly to the completion of the Orito-117 and 1 18 wells late in the first quarter of 2006, :

Average Benchmark Prices and US$ Exchange Rate

Three months ended - Nine months ended
September 30, September 30,
: 2006 2005 2006 - 2005
WTI crude oil (US$/bbl) 70.54 63.19 68.26 55.61
WTI crude oil (Cdn$/bbl) - 79.11 75.92 . . 77.24 67.94
NYMEX natural gas (US$/mmbtu) . 6.18 9.73 : 6.89 7.75
US$/Cdn$ exchange rate ’ . 0.89 0.83 0.88 0.82

Realized Prices

The average natural gas price received in the third quarter was $5.39 per mcf, a 35 percent decrease from
the $8.25 per mcf received in the third quarter of 2005, and the average price received in the first nine
months of 2006 also decreased to $6.23 per mcf from $7.03 per mcf in the first nine months of 2005.
Approximately 20 percent of natural gas production in the third quarter and 16 percent in the first nine
months was sold under the Company’s long-term physical natural gas sales contract at a price of
$3.72 per mcf.




The average Canadian oil and NGL price received in the third quarter was $72.13 per barrel, a 10 percent
increase from the $65.50 per barrel received in the third quarter of 2005, and the price received in the first
nine months of 2006 increased by seven percent to $64.52 per barrel compared to $60.16 per barrel in the
first mne months of 2005. Canadian oil and NGL prices represented a US$6.36 (9% of WTI) per barrel
discount to average WTI prices in the quarter compared to US$8.73 (14% of WTI) per barrel in the third
quarter of 2005. The average discount decreased with the addition of more light oil production from the
Company s fee title lands despite the addition iof conventional heavy oil production from the Macklin
area, whi'rr.:h is subject to higher discounts.

Oil sales prices in Colombia averaged US$57.57 per barrel in the third quarter, representing a
US$12.97 per barrel (18% of WTI) discount ;to WTI compared to a price of US$50.17 per barrel,
representing a discount of US$13.02 per barrel (219% of WTI) in the third quarter of 20035. On a year to
date basis, sales prices averaged US$56.05 per, barrel in the first nine months of 2006, representing a
US$12.21 per barrel discount (18% of WTI) compared to an average price of US$44.19 per barrel in the
first nine moenths of 2005, representing a dlSCOllnt of US$11.42 per barrel (21% of WTI). The discount to
WTI decreased as an increased percentage of producuon is coming from higher quality Orito oil.

Royalties !

Royalties totalled $2.5 million in the third quaiter of 2006, a decrease from $2.8 million in the third
quarter of 2005, and increased to $8.7 million in the first nine months of 2006 compared to $6.7 million
in the first nine months of 2005, Canadian royalties as a percentage of revenue fell to 14 percent in the
current quarter from 20 percent in the third quarter of 2005 and similarly decreased to 16 percent in the
first nine months of 2006 from 20 percent in the first nine months of 2005. The decreases are mainly a
result of higher royalty income production from the Company’s fee title lands which has no associated
royalty expense. Colombian royalties remain constant at a rate of eight percent until the Company s net
preduction per field exceeds 5,000 bpd.

Production Expenses \

Consolldated production expenses increased to $3. 7 million in the third quarter of 2006 compared to
$2.2 million in the third quarter of 2005, and increased to $9.7 milfion in the first nine months of 2006
compared to $6.6 million in the first nine months of 2005. Production expenses per unit of production in
Canada were $8.63 per boe in the third quarter, an increase of 49 percent from $5.81 per boe in the third
quarter of 2005, and were $6.47 per boe in the ﬁrst nine months of 2006, comparable with the $6.52 per
boe incurred in the same period of 2005. The i 1ncrease in the current quarter is mainly a result of increased
water handling costs incurred at Red Willow, Wthh are expected to decline following the completlon of
our water handling facilities. !

Production expenses in Colombia averaged $7.8_0 per barrel during the quarter, a 17 percent decrease
from the third quarter 2005 average of $9.41 per barrel, and averaged $7.56 per barrel in the first nine
months of 2006, a 19 percent-decrease from $9.31 per barrel in the same period of 2005. Ecopetrol, the
state oil company and Petrominerales’ partner, is responsible for primary production operations at Orito
and Neiva at a cost (subject to annual inflation, currency, and other adjustments) of US$4.14 per barrel
and US$2.25 per barrel, respectively. The Company’s remaining production expenses in Colombia are
primarily fixed which results in lower production costs per barrel as production increases.

General and Administrative Expenses

General and administrative expenses increased to i$2.0 million during the quarter from $1.6 million in the
third quarter of 20035, and increased to $6.3 million during the first nine months of 2006 from $5.6 million
in the first nine months of 20035, : ,




Stock-Based Compensation Expense

Stock-based compensation expense totalled $0.8 million in the third quarter of 2006, an increase from
$0.3 million in the same period a year earlier, and $2.5 mitlion in the first nine months compared to
$0.8 million in the same period of 2005. The calculation of this non-cash expense is determined based on
the fair value of stock options and deferred common shares granted, which are amortized over the related
vesting period. At higher common share prices the calculated fair value of new grants increases along
with the corresponding stock-based compensation expense. Starting in the second quarter of 2006, stock-
based compensation expense also includes costs associated with stock options granted by the Company’s
80.7 percent owned subsidiary, Petrominerales. In addition, the Company allowed the vesting of certain
stock options held by employees of Petrominerales to be accelerated on a one-time basis to allow those
employees to invest in the Petrominerales IPO, resulting in higher stock based compensatlon in the
second quarter of 2006.

Foreign Exchange Loss (Gain)

The Company recorded a foreign exchange loss of $0.7 million in the third quarter of 2006. The loss was
generated mainly due to Colombian Peso denominated working capital balances in Colombia combined
with a decrease in the value of the United States dollar relative to the Colombian Peso.

Interest Expense

The Cdmpany recorded $0.4 million of interest expense in the third quarter of 2006 compared to
$2.0 million in the third quarter of 2005, and recorded $2.5 million in the first nine months of 2006
compared to $6.7 miilion in the first nine months of 2005. Effective April 1, 2006, the Company started
to capitalize interest in relation to the WHITESANDS project in accordance with GAAP. Capitalized
interest totalled $1.1 million during the third quarter and $2.4 million in the nine-month period. The
Company will continue to capitalize interest until the project moves into a commercial phase. Interest
expense also decreased in comparison to the first nine months of 2005 due to the early redemptions of
$50.5 million face value of subordinated notes throughout 2005 and the fmal repayment on the
July 31, 2006 maturlly date. :

Depletion, Deprecnatmn and Accretion -

Depletion, depreciation and accretion expense increased to $6 9 million in the third quarter compared to

$4.0 million in the third quarter of 2005, and increased to $20.9 million in the first nine months of 2006
from $11.4 million in the first nine months of 2005. On a unit-of-production basis in Canada, the rate
increased to $13.42 per boe compared to $9.87 .per boe in the third quarter of 2005, and increased to
$12.76 per boe in the first nine months of 2006 from $10.56 per boe in the first nine months of 2005. The
increases are mainly due to significant capital expenditures incurred during 2006. In Colombia, the rate
decreased to $17.20 per barrel in the third quarter compared to $18.07 per barrel in the same period a year
earlier, and increased to $17.92 per barrel in the first nine months of 2006 from $17.76 per barrel in the first
nine months of 2005.

Taxes

The Company’s third quarter taxes remained consistent at $0.6 million year over year and increased to
$1.9 million in the first nine months of 2006 from $1.5 million in the first nine months of 2005. Taxes
include presumptive income and equity taxes in Colombia.

Future Income Taxes

The Company recorded a $0.8 million future income tax expense in the third 'quarter of 2006 comparable
to an expense of $0.9 million in the third quarter of 2005. Despite a large increase in net income during
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the first nine months of 2006, \the Company|recorded a.future income tax recovery of $0.4 million
compared to a recovery of $0.3 million in the first nine months of 2005. The recovery during the first nine
months relates to the reduction in futuie federal 'and provincial income tax rates enacted during the second -
quarter of 2006. The future income tax liability on the consolidated balance sheets is also reduced by
investment tax credits earned on scientific research and development expenditures related to the
WHITESANDS THAI™ project. The Company currently has an unrecognized future income tax asset in
Colombia. Accordingly, no future income tax expense is recorded on Colombian income.

Net Income

Net income increased by 63 percent to $5.2 million ($0.07 on a per diluted share basis) in the third quarter
and by 169 percent to $20.5 million ($0.30 per diluted share) in the first nine months of 2006 from
$3.2 million ($0.05 per diluted share) and $7.6 million ($0.13 per diluted share) in the respective 2005
periods desplte having recorded a one-time, $4 7 million, gain in the second quarter of 2005. The third
quarter increase from the prior year period is due mainly to higher production and realized oil prices in
Colombia, capitalized interest, lower interest expense and lower royalties in Canada, partially offset by
lower natural gas prices, higher production expenses, genera! and administrative expenses, stock-based
compensation costs, and depletion, depreciation and accretion. The increase in the nine month period is
due mainly to higher production in Canada and Colombia, higher realized oil prices in Colombia, lower
royalties as a percentage of revenue in Canada, lower interest expense, and lower future income taxes,
partially offset by higher production, general and administrative, stock-based compensation, and
depletion, depreciation and accretion expenses. { ' '

Funds Flow from Operations |

The Company’s funds flow from operations mcreased by 67 percem to $14.8 million in the third quarter
of 2006 from $8.9 million in the third quarter of 2005. On a per diluted share basis, funds flow increased
by 40 percent to $0.21 from $0.15 in the same penod in 2005. The increase in the 2006 period is due
mainly to higher production, hlgher realized 011 prices, and lower per barrel operating costs in Colombia,
combined with lower interest expense. Funds ﬂow from operauons increased 169 percent to $45.4 million
in the first nine months of 2006 compared to $16.8 million in the first nine months of 2005. On a per
diluted share basis, funds flow from operations!mcreased 128 percent to $0.66 in the first nine months of
2006 from $0.29 in the first nine months of 2005. This increase is mainly a result of higher production
and realized oil prices comnibined with lower per:unit operating costs and lower interest expense.

Capital Expendltures i

Three months ended September 30, | 2006 2005
Business Unit . . ' I : '
Canada _ ! : $ 29,170 $ 16,395
Latin America (Petrommerd]es) L 24,272 . 5,063
Heavy Oil ' 4,462 10,636
Total : $ 57,904 $ 32,094
Nine months ended September 30, : 2006 2005
Business Unit !
Canada ) $ 55,106 $ . 28,586
Latin America (Petrominerales) ; 56,356 B 15,423
Heavy Qil i 46,894 15,707
Total ! $ 158,356 $ 59,716




Canadian Business Unit expenditures were spread amongst drilling, completions, workovers, and land
acquisitions primarily at the Company’s Jumpbush, Red Willow and southeast Saskatchewan light oil
properties during the third quarter and first nine months of 2006. A total of 46 (40.5 net) wells were
drilled in the third quarter and 84 (72.3 net) wells drilled year to date, of which 26 (25.5 net) wells remain
to be tied in before the end of the year. The Company’s Latin American expenditures related to drilling
and workovers at Orito, first phase work commitments including acquiring and evaluating seismic data on
the Company’s exploration blocks, and workovers at Neiva. The Heavy Oil Business Unit expenditures in
the third quarter were focused on start-up operations at the WHITESANDS THAI™ project, including air
injection on the first well pair. Heavy Oil Business Unit expenditures in the nine-month period also
include expenditures on oil sands land acquisitions, and the COﬂStI‘UCthH of the project mcludmg facilities
and drilling well pairs.

Qutstanding Share Data

The number of outstanding shares of Petrobank as at November 10, 2006 remains unchanged from
September 30, 2006 at 67,292,874.

Commitments

The Company’s 80.7 percent owned subsidiary, Petrominerales, has committed to various work programs
pursuant to exploration contracts in Colombia. These commitments are expected to total appreximately
US$22.6 million before June 30, 2008 and represent normal course exploration expenditures including
acquiring and evaluating seismic data and drilling exploration wells. Petrominerales has also secured two
drilling rigs for 18 and 16-month terms (starting in June 2006 and December 20006, respectively), which
are expected to cost US$22.0 million over their combined contract terms. Securing these rigs provides
Petrominerales with guaranteed access to the equipment required to implement the planned exploration
program during the winter dry season in the Llanos Basin and also facilitates the Orito development-
drilling program.

The Company has secured a drlllmg rig until September 30, 2008 to facilitate the drlllmg program
targeting the Bakken formation in southeast Saskaichewan. The Company had commltments of
$3.7 million remaining under the terms of this contract as at September 30, 2006.

The followmg is'a summary of the Company’s remaining contractual commitments at September 30, 2006:

Type of Obligation ($000s) . Total <1Year 1-3Years 4-5Years >5 Years

Exploration contracts and TEAs in 22,600 - 16,600 - 6,000 - . -
Colombia (US$) -

Drilling rigs in Colombia (US$) " 22,000 17,000 5000 - -

WHITESANDS compressor lease 2,055 411 822 822 -
(US$) ‘ '

Total (US$) . 46,655 34,011 11,822 822 -

Drilling rigs in Canada _ 3,669 2,364 1,305 ) - -

Office operating leases 2,155 801 356 398 -

Total (Cdn$) . 5,824 ' 3,165 2,261 - 398 -

¥ The contracted drilling rigs will be used to satisfy a portion of the commitments on the exploration contracts.

Liquidity and Capital Resources

At September 30, 2006, net debt totalled $70.4 million and was offset by $45.4 million in cash resulting
mainly from the initial pubhc offering of the Company’s previously wholly owned subsidiary,
Petrominerales, on June 29, 2006 for gross proceeds of $68.6 million ($63.5 million net). Petrobank
retains an 80.7 percent interest in Petrominerales.
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At September 30, 2006, the Company had dre{wn $85.4 million on its $120 million secured Canadian
credit facility. The facility consists of a $40 million committed reserve-based revolver with an initial term
ending on July 27, 2007 that is extendable at Petrobank’s option for an additional year, a $10 million
revolving demand loan, and a $70 million bridge loan which matures on April 28, 2007. The facility bears
interest at rates between LIBOR (London InterBank Offered Rate) plus 110 and 215 basis points
depending on debt-to-EBITDA (earnings before interest, taxes, depreciation, and amortization) levels.
Advances under the facility are secured by a $300 million demand debenture. The facility is being used to
fund ongoing development and exploration expenditures in Canada, drilling additional delineation wells
on 62 sections of oil sands leases owned by Petrobank’s 84 percent subsidiary, WHITESANDS Insitu
Ltd., and replaced previous debt, including the: Company’s subordinated notes, which matured and was
repaid on July 31, 2006. The Company is evaluating alternative financing arrangements to repay the

$70 million bridge loan on or befofe its April 28, 2007 maturity date.

I . .
Petrominerales has obtained a commitment from an international bank for a US$50 million revolving

credit facility with an initial US$25 million borrowing base. The facility bears interest at a rate equal to
LIBOR plus 300 basis points per annum and is subject to standard closing conditions.

The Company intends to fund working capital' requirements and commitments through available debt,
cash flows, and aiso possibly through equity and / or debt issuances.
Change in Accounting Policy !

Change in Currency Translation

Following completion of the initial public offenng of 19.3 percent of the Company’s prevnously wholly
owned subsidiary, Petrominerales Ltd., the Company determined that there was a significant change its
operations in Colombia, and determined that these operations are now self-sustaining. The accounts of the
self-sustaining Colombian operations are l:ranslated using the current rate method, whereby assets and
liabilities are translated at period-end exchange rates, while revenues and expenses are translated using
average monthly rates for the period. Translatlon gains and losses are deferred and included as a separate

component of shareholders’ equity. .

Previously, operations in Colombia were conéidered to be integrated and were translated using the
temporal method. Under the temporal method, monetary assets and liabilities were translated at the period
end exchange rate, other assets and liabilities E:lt the historical rates and revenues and expenses at the
average monthly rates except depletion, depreciation and accretion, which were translated on the same
basis as the related assets, and gains or losses on translation were recognized in income.

As a self-sustaining foreign. operation, the Colombian assets and liabilities are now translated into

-Canadian dollars at the rate of exchange in effect at the balance sheet date, revenues and expenses are

translated at the average monthly rates of exchange during the period and gains or losses on translation
are included in a currency translation adjustment:account in shareholders’ equity.

. I
This change was adopted prospectively on July 1, 2006 and resulted in a currency translation adjustment
of $17,859,000 with a corresponding decrease in capital assets. In the third quarter of 2006, an $18,000
translation gain was recorded to the currency translation adjustment account.

Outlook '

In addition to the plans discussed in this MD&A please see the third quarter 2006 Report to
Shareholders.




SUMMARY OF QUARTERLY RESULTS

2006 .05 -2004
Q3 Q2 Ql Q4 Q3 Q Qi -4
Financial (5000s except where noted) " =~ = : ot - ,
Oil and natural gas revenue 24,639 27,267 21,593 22,510 17,983 13,206 11,382 17,028
Funds flow from operations 14,788 19,032 11,548 12,304 8877 4,575 3,396 4,388
Per share - basic (3} 0.22 - 028 0.18 020 0.15 0.08 0.06 0.08
— diluted ($) 0.21 0.27 0.17 0.19 0.15 0.08 0.06 0.08
Net income (loss) 5,169 12,075 3,242 5,184 3,170 4,702 (248) . 6,630 |
Per share — basic {3} : 0.08 0.18 0.05 0.08 0.05 0.08 - 0.12 i
— diluted () 0.07 0.17 0.05 0.08 0.05 0.08 - S 042
Capital expenditures 57,904 32,935 67,517 58,436 32,094 16,842 10,780 14,272
Property dispositions - - - - - - - 100,166
Operations
Canadian operating netbacks by produci ® 7 _
Natural gas sales price ($/mef) 539 584 . 7.13 10.36 8.25 6.60 6.08 5.80
Royalties 0.71 0.80 1.33 215 7 1.60 145 ° 119 1.18
Production expenses 1.02 0.84 0.74 0.70 0.91 1.10 1.02 118
Transportation expenses l 0.10 0.10 0.10 0.11 0.23 0.21 0.29 0.23
Operating netback 3.56 4.10 4.96 7.40 5.51 384 3.58 321
Light/medium oil and NGL sales price {$/bbl) 73.88 71.55 60,76 63.46 66.45 63.60 47.59 21.05
Royalties . 10.92 11.34 11.56 13.82 14.12 13.94 9.76 10,18
Production expenses 13.08 9.15 541 7.92 71.05 10.82 9.99 9,11
Operating netback 49.88 51.06 43.79 41.72 4528 38.84 27.84 1.76
Heavy oit sales price ($/bbl) 53.87 50.53 25.37 3110 52.14 - - 15.96
Royalties ’ ) 132 122 0.68 0.72 091 - - 436
Production expenses 29.14 1725~ 9.60 15.28 5.95 - - ~9.89
Operating netback . . 2341 32.06 15.09 15.10 45.28 - - R
Oil equivalent sales price ($/boe) 44.28 43.86 45.51 62.21 53.07 42,63 3830 | 2990
Royalties 6.00 6.13 8.32 13.00 10.41 9.35 7.59 7.53
Production expenses ; ' 8.63 6.46 4.89 5.07 5.81 712 . 6.76 . 181
Transportation expenses . (.42 0.43 0.46 0.53 1.08 1.13 1.43 0.93
Operating netback , 2923 30.84 3184 43.61 3577 25.03 22.52 13.63
Colombian operating netback (3/bbl) .
Qil sales price , - . . 64.58 64.05 59.03 52.50 60.24 = 5234 49.13 46.45
Royalties 5.16 5.17 4.2 4.20 4.82 4.19 393 in
Production expenscs ) 7.80 6.26 ° 9.66 10.08 9.41 10.09 8.46 7.08
Operating netback 51.62 5262 - 4465 3g22 46.01 33.06 36.74 35.66
Average daily production
" Canada - natural gas (mef) 10,578 13,322 15,960 14,792 11,485 11,245 9,662 17,880
Canada - light/medium oil and NGL (bbls} 690 678 689 639 | 514 273 317 993
Canada — heavy oil {bbls) 66 119 164 23 37 - - 424
Total Canada (boe) 2,519 3.017 3,513 3,127 2,465 2,147 1,927 4,397
Colombia - oil (bbls} 2,420 2,612 1,356 955 1,073 1,024 1,072 1,155
Total Company (bo¢) 4,939 5,629 4,869 4,082 3,538 3,171 2,999 5,552

(N 2004 periods restated for change in accounting policy. ‘

' Sales prices are shown after hedging costs. The hedging costs relating to oil sales were net against the Canadian light/medium oil and
NGL price, except for the Company’s 300 bpd fixed price crude oil contract (WTI - US$27.74) that was net against the heavy oil sales
price in 2004. The majority of these hedges expired on December 31, 2004. The only remaining contract is a forward gas sales contract.




CONSOLIDATED' BALANCE SHEETS
(Unaqdited, thousands of Canadian dollars) - ’ :

September 30,

} December 31,
Asat - ! 2006 2005
i
Assets : F
Current assets
. Cash and cash equivalents ' $ 45406 $ 25343
Accounts receivable and other current assets : 22,120 21,727
67,526 47,070
Capital assets | 328,128 © 213,912
| | $ 395,654 $ 260,982
Liabilities and Shareholders’ Equity - ’
Current liabilities
Accounts payable and accrued llabllmes | $ 52,502 $ 58,834
Ba}nk debi (Note 11) B ' 70,000 .-
Subordinated notes (Note 6) | - 49,044
Lo ; ' . i 122,502 107,878
Bank debt (Note 1) . l i 15,390 -
Obhgatlons under gas sale and transportation contracts 5,032 5,650
Asset retirement obligations (Note 5) . 9,025 7,931
Future income tax l .5,433 10,358
‘ | 157,382 131,817
Nori—controlling interests (Note 3) : 78,687 - 8,406
Shareholders’ equity S ‘ I
‘Common shares (Note 4) | 158,191 123,262
Contributed surplus (Note 4) , ! 2,825 1,573
Cumulatwe translation adjustment (Note 2) - ' {(17,841) -
Retained earnings (deficit) ) 16,410 - (4,076)
' ' ' 159,585 120,759
' $ 395,654

Commitments and contingencies (Note 9)

See accompanying notes to these consolidated financial stateme

$ 260,982




CONSOLIDATED STATEMENTS OF OPERATIONS AND RETAINED EARNINGS L |

{Unaudited, thousands of Canadian dollars, except per share amounts)

" Three months ended " Nine months ended - - e
September 30, _ September 30, |
2006 2005 2006 2005
Revenues _
Oil and natural gas ’ $ 24639 $ 17983 $ 73499 $ 42571 -
Royalties (2,540) (2,836) - (8,661) (6,747)
22,099 15,147 64,838 35,824
Expenses : -
Production ' 3,735 2,248 9,723 6,569
Transportation ' ' 97 246 . 358 714
" General and administrative b 2,043 - 1,619 - © 6,260 ! 5,556
Stock-based compensation . : 799 348 2,536 782
Interest (Note 7) ' 379 2,047 2,535 6,720
Foreign exchange loss (gain) A 660 (44) (106) (44)
Depletion, depreciation and accretion 6,941 4,023 20,930 11,411
' 14,654 10,487 42,236 31,708
Income (loss) before other items, taxes and , . :
non-controlling interests ‘ 7,445 4,660 - 22,602 4,116
Other income (expense) . 90 (70) 300 - 50
Gain , - - - ) - . 4,744
Loss on repurchase of subordinated notes - - - (542)
Income before taxes and non-controlling : : i .
interests . 1,535 4,590 22,902 - 8819
Taxes : (620) (567) (1,880) - - (1,512)
Future income tax {expense) recovery (826) (853) 408 317
- Income before non-controlling interests 6,089 3,170 | 21,430 7,624
Income applicable to non- controllmg interests (Note 3) (920) - (944) - -
Net income - 5,169 3,170 20,486 . 7,624
Retained earnings (deficit), beginning of peria_d 11,241 (12430) | (4,076)  (16,884)
Retained earnings (deficit), end of period | $ 16410 § (9,260) $ 16410 § (9,260)
Earnings per share (Note 4) : :
Basic - , _ ‘ - 8 008 % 0.05 $ 031 § ' 013
Diluted $ 0.07 § 0.05 $ 030 $ 0.13

See accompanying notes to these consolidated financial statements.



CONSOLIDATED STATEMENTS OF CASH
{Unaundited, thousands of Canadian dol]ars)

FLOW

' Three months ended

Nine months ended

September 30, September 30,
2006 2005 2006 2005
Operating Activities
Net income $ 5169 $ 3,170 20486 $ 7,624
Depletion, depreciation and accretion 6,941 4,023 20,930 11,411
Stock-based compensation 799 348 2,536 782
Future income taxes 826 853 (408) 317
Amortization of discount on subordinated notes 133 483 880 1,550
Gain - - - - (4,744)
Loss on repurchase of subordmated notes - - - 542
Income applicable to non-controlling interests | 920 - 944 -
' 14,788 8,877 45,368 16,848
Asset retirement obligations settled (82) (170) (160) 207)
Changes in non-cash working capital (Note 10} | 2,810 (4,132) (9,280) (9,084)
: ‘ ' 17,516 4,575 35,928 7,557
Financing Activities
Issuance of bank debt 64,194 - 85,390 -
Repayment of subordinated notes (Note 6) . (49,924) - (49,924) -
Equity issued by subsidiaries — net of issuance costs
(Note 3) (222) - 61,033 12,651
Issuance of common shares — net of i issuance costs
(Note 4) 148 2,385 32,966 12,236
Sale of interest in subsidiary — net of costs (Note 3) 39 - 7,924 -
Amortization of obligations under gas hedging
contracts ' (208) (208) (618) 618)
Repurchase of subaordinated notes - - - (30,767
Changes in non-cash working capital (Note 10) 2,650 - 6,921 (3,800)
16,599 2,177 143,692 (10,298)
. !
Investing Activities : ) b :
Expenditures on capital assets (57,904) (32,094) (158,356) (59,716)
Changes in non-cash working capital (Note 10) 12,780 18,096 {1,230) 15,163
(45,124) (13,998) (159,586) (44,553)
|
Net effect of foreign exchange on cash held in foreignI
currencies o 29 - 29 -
Net change in cash position (10,980) (7,246) 20,063 (47,294)
Cash and cash equivalents, beginning of period 56,386 35,461 25,343 75,509
Cash and cash equivalents, end of period $ 45406 3 28,215 45406 $ 28,215
Cash and cash equivalents consist of; i
Cash $ 3217 $ 18,348 3,217 $ 18,348
Cash equivalents ' $ 42,189 $ 9,867 42,189 $ 9,867

See accompanying notes to these consolidated financial statéments.




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

As at and for the three and nine month periods ended September 30, 2006
(Unaudited, all tabular amounts are expressed in thousands of Canadian dollars, except share amounts)

Note 1 - Significant Accounting Policies

The interim consolidated financial statements for Petrobank Energy and Resources Ltd. (“Petrobank™ or the
“Company”) as at and for the three and nine-month periods ended September 30, 2006 should be read in
conjunction with the audited consolidated financial statements as at and for the year ended
December 31, 2005. The notes to these interim consolidated financial statements do not conform in all
respects to the note disclosure requirements of generally accepted accounting policies for annual financial
statements. These interim consolidated financial statements are prepared using the same accounting policies
and methods of computation as disclosed in the audited consolidated financial statements as at and for the
year ended December 31, 2005. Certain prior period amounts have been reclassified to conform to current
presentation.

Note 2 — Change in Accounting Policy
Change in Currency Translation

Following completion of the initial public offering of 19.3 percent of the Company’s previously indirect
wholly owned subsidiary, Petrominerales Ltd. (“Petrominerales”), the Company determined that there was
a significant change in its operations in Colombia, and determined that. these operations are now self-
sustaining. The accounts of the self-sustaining Colombian operations are translated using the current rate
method, whereby assets and liabilities are translated at period-end exchange rates, while revenues and
expenses are translated using average monthly rates for the period. Translation gains and losses are
deferred and included as a separate component of shareholders’ equity,

Previously, operations in Colombia were considered to be integrated and were translated using the temﬁorél
method. Under the temporal method, monetary assets and liabilities were translated at the period end
exchange rate, other assets and liabilities at the historical rates and revenues and expenses at the average
monthly rates except depletion, depreciation and accretion, which were translated on the same basis as the
related assets, and galns or losses on translation were recognized in 1nc0me

As a self-sustaining foreign operatlon the Colombian assets and liabilities are now translated into Canadian
dollars at the rate of exchange in effect at the balance sheet date, revenues and expenses are translated at
the average monthly rates of exchange during the period and gains or losses on translation are included in a
currency translation adjustment account in shareholders’ equity.

This change was adopted prospectively on July 1, 2006 and resulted in a currency translation adjusnhent of
$17,859,000 with a corresponding decrease in capital assets. In the third quarter of 2006, an $18,000
translation gain was recorded to the currency translation adjustment account.

Note 3 — Non-Controlling Interests

On June 29, 2006 Petrobank completed an initial public offering of the common shares of its indirectly
owned subsidiary, Petrominerales Ltd., which comprises Petrobank’s Latin American Business Unit. The
offering was comprised of a 16.0 million common share issuance from treasury of Petrominerales and a
2.3 million secondary offering of shares held by Petrobank for total gross proceeds of $68.6 million,
($63.5 million net of costs). After the transaction, Petrobank owns 80.7 percent of Petrorminerales, the
remaining 19.3 percent of which is reflected on the consolidated balance sheet within non-controlling
interests. Petrominerales’ earnings or losses are included in the Company’s net income and adjusted to
reflect the portion attributable to the non-controlling interests. In addition, non-controlling interests also
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represent a 16 percent interest owned by a third party in the Company’s WHITESANDS Insitu Ltd.
subsidiary, which owns the Company s oil sands leases and the WHITESANDS THAI™ project.

Note 4 — Share Capital

As at September 30, 2006 the Company had outstanding 67,292,874 common shares, 3,902,663 stock
options, and 150,500 deferred common shares.

Common Share Continuity Number Amount
Balance at December 31, 2005 63,219,721 $ 123,262
Exercise of stock options | 530,050 1,706
Exercise of warrants i 945,700 3,783
Issued through secondary llstmg ' 2,597,403 . 33,377
Share issue costs : - (3,135)
Tax effect of share issue costs | _ - - 1,058
Options settled for cash @ : - (2,765)
Transfer from contributed surplus related to stock

options exercised | - 905
'Balance at September 30, 2006 | 67,292,874 $ 158,191

N On February 6. 2006, the Company closed an issuance of 2.6 million common shares through a secondary listing

on the Oslo Stock Exchange for net proceeds of $3|0.2 million.

@ The Company approved the exercise of certain!Petrobank stock options, which were settled with cash for

Petrominerales employces who invested in the initial public offering of Petrominerales.

|

Changes in Contributed Surplus . Amount

Balance at December 31, 2005 ! : $ 1,573
Transfer to common shares related to stock options exercised (905)
Stock-based compensation related to Petrobank stack options 2,157
'‘Balance at September 30, 2006 ! $ 2,825
: : Weighted -

. , _ i ' - _ Average

Stock Option Continuity o ‘ Number Exercise Price
Balance at December 31, 2005 o 4,138,526 b 3.83
Granted | 801,250, 13.99
Exercised ‘ Vo2 (530,050 - (3.22)
Cancelled _ . " (240,375) - - (12.07)
Settled for cash . - (266,688) {4.51)
Balance at September 30, 2006 : 3,902,663 $ 5.44

Share Purchase Warrants

In the first six months of the year share purchase warrants totalling 945,700 were exercised before they
expired on May 6, 2006 resulting in total cash procleeds of $3.8 million.



Deferred Common Shares

As at September 30, 2006, there were 150,500 deferred common shares outstanding under the Company’s
deferred share compensation plan, which allows holders to receive one common share upon payment of
$0.05 per share. The deferred common shares vest after three years and expire after 10 years. Up to
0.5 million deferred common shares have been approved for issuance under this plan.

Stock-Based Compensation

The fair value of stock options and deferred common shares granted have been estimated on their
respective grant dates using the Black-Scholes option-pricing model using the following assumptions:

Nine months ended September 30, . 2006 2005 |
Risk free interest rate 4.5-50% . 4.25% l
Dividend rate 0% 0%
Expected life — options (years) . 35-4 4
Expected life — deferred common shares (years) 8 8
Expected volatility , . 40% 30-50%

The average fair value per stock option and deferred common shares granted during the three and nine
month periods ended September 30, 2006 was $5.05 (2005 — $3. 61) and $5.00 (2005 — $1.98) respectively,
as at the date of grant,

Earnings Per Share

Basic and diluted earnings per share have been calculated based on net income divided by the weighted

average number of common shares outstanding for the three month period ended September 30, 2006 of -

67,267,227 (2005 — 58,817,874) and for the nine month period ended September 30, 2006 of 66,345,730
(2005 — 57,252,574). The diluted calculations for the three month period ended September 30, 2006
include 2,299,965 (2005 — 1,691,709) additional shares and for the nine month period ended
September 30, 2006 include 2,472,060 (2005 — 748,401) addmonal shares for the potential 1mpact of stock
options and deferred common shares. '

Note 5 — Asset Retirement Obligations

Changes to asset retirement obligations were as follows:

Three months ended - - Nine months ended
September 30, ) September 30,
2006 2005 2006 2005
Asset retirement obligations, ‘
beginning of period $ 8533. . §- 2,870 .8 7931 $ 2,870
Obligations incurred 407 - 796 658 1,015
Obligations settled : (82) : (170} . (160) 207)
Accretion expense 167 - 65 477 185
Changes in estimated future ~
cash flows and other - 271 119 (1)
Asset retirement obligations, :
end of period $ 9,025 $ - 3,832 $ 9,025 $ 3,832

The obligations have been calculated using an inflation rate of two percent and discounted using a credit-
adjusted risk free rate of eight percent per annum. Most of these obligations are not expected to be paid for
several years extending up to 40 years in the future, and are expected to be funded from the Company’s
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general resources available at the time of settlement. The total undiscounted amount of estnmated cash
flows required to settie the obllgatmns is $33.6 mllhon (2005 — $18.1 million).

Note 6 - Subordinated Notes '

Petrobank’s nine percent, unsecured subordinateld notes were repaid on July 31, 2006. The notes were
recorded at fair value on issuance and the discount to face value was being amortized to interest expense
over the term of the notes.

i . Carrying Value Face Value
Balance at December 31, 2005 $ 49,044 $ 49,924
Amortization of discount i 880 -
Repaid upon maturity ' _ (49,924) : (49,924)
Balance at September 30, 2006 + $ - $ -

[
Note 7 - Interest

Effective Aprll 1,2006 the Company capltallzed interest in relation to its WHITESANDS major
development project and totalling of $1.1 million and $2.4 million in the three and nine-month periods
ended September 30, 2006, respectively. '

|
Note 8 — Technology Partnerships Canada Financing
Technology Partnerships Canada (“TPC”) has :commitled to invest up to $9.0 miilion towards the
development and field demonstration of the Company’s THAI™ technology at the WHITESANDS pilot
project. Under the TPC funding commitment, TPC has agreed to contribute 20.134 percent of eligible
expenditures for the WHITESANDS project to a maximum of $9.0 million. Benefits of nil and $3.1 million
were incurred in the three and nine month periods ending September 30, 2006, respectively. No further
benefits will be recognized as the total accrued to date has reached the maximum benefit of $9.0 million, all
of which have been recorded as a reduction of capltal assets. Upon commercialization of the THAI™
technology TPC would be entitled to receive a royalty based on three separate revenue streams. The first
stream is based on three percent of WHITESANDS pilot project revenues earned after January 1, 2006 with
initial payments due May 1, 2010. The second stream is based on 0.6 percent of WHITESANDS Insitu Ltd.
revenues {excluding pilot revenues) earned after January 1, 2009 with initial payments due May 1, 2010.
The third stream is based on three percent of all third-party THAI™ licensing revenues earned after
January 1, 2008 with initial payments due May 1, 2009 If, as of December 31, 2017 the cumulative royalty
paid from the three royalty streams has not reached $26.2 million, royalty payments will continue until
$26.2 million has been paid or until December 31, 2022 whichever occurs first.

Note 9 — Commitments and Contingencies |

The Company’s 80.7 percent owned subsidiary, Pétrominerdles has committed to various work programs
pursuant to exploration contracts in Colombia. These commitments are expected to total approximately
US$22.6 million before June 30, 2008 and represent normal course exploration expenditures including
acquiring and evaluating seismic data and drilling.exploration wells. Petrominerales has also secured two
drilling rigs for 18 and 16-month terms (starting June 2006 and December 2006, respectively), which are
expected to cost US$22.0 million over their combined contract terms. The contracted drilling rigs will be
used to satisfy a portion of the commitments on the exploration contracts. Securing these rigs provides
Fetrominerales with guaranteed access to the equtipment required to implement the planned exploration
program during the winter dry season in the Llanos Basin and also facilitates the Orito development-
drilling program.

'
|
1
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The Company has secured a drilling rig untii September 30, 2008 to facilitate the drilling program targeting
the Bakken formation in southeast Saskatchewan. The Company had commitments of $3.7 million
remaining under the terms of the contract as at September 30, 2006.

The development of -certain of the Company's assets and the success of its operations are dependent on

obtaining sufficient financing to fund its working capital requirements, future capital “expenditure-

commitments, and the repayment its $70 million bridge loan due on April 28, 2007. The Company plans to
meet these funding requirements through either the issuance of equity and/or through additional debt
financing. '

Note 10 — Changes in Non-Cash Working Capital

Three months ended Nine months ended
September 30, September 30,
2006 2005 2006 2005
Change in: '
Accounts receivable and other current assets $ 1,732 $ (5,061) $ (393) $ (9.812)
Less: accrued financing items (Note 8) - 1,555 3,136 1,555
$ 1,732 § (3,506) $ 2,743 $ (8,257)

Accounts payable and accrued liabilities 16,508 17,470 (6,332) 10,536
. $ 18240 % 13964 $ (3589 $ 2279

Changes relating to:

Attributable to operating activities $ 2810 $ (4,132 $ (92800 $ (9,084)
Attributable to financing activities " $ 2650 $ - $ 6921 $ (3,800
Attributable to investing activities $ 12,780 $ 18,096 $ (1,230) $ 15,163

(l_) Cash flow generated from financing activities in 2006 relate to TPC funding received (Note 8).

Note 11 — Bank Debt

At September 30, 2006, the Company had drawn $85.4 million on its $120 million secured Canadian credit
facility. The facility consists of a $40 million committed reserve-based revolver with an initial term ending
July 27, 2007 extendable at Petrobank’s option for an additional year, a $10 million revolving demand loan,
and a $70 million bridge loan that matures on April 28, 2007. The Company is evaluating alternative
financing arrangements to repay the $70 miilion bridge loan on or before its April 28, 2007 maturity date.
The facility bears interest at rates between LIBOR (London InterBank Offered Rate) plus 110 and 215
basis points depending on debt-to-EBITDA (earnings before interest, taxes, depreciation, and amortization)
levels. Advances under the facility are secured by a $300 million demand debenture.

.,
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Note 12 — Segmented Information -
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“Three months ended September 30, . 2005
:3 Canada ! ‘ Canada
i and Other  Colombia . Total and Other  Colombia Total
. 1 | |
Revenues ” | ‘
Oil and natural gas § 10,262 § 14377 § 24,639 $-12036 $ 5947 § 170583
Royalties |l (1.3%1) (1,149 (2.540) (2,360) {476) {(2,836)
- : ]d 8,871 13,228. 22,099 9,676 5471 15,147
Expenses | ‘
- Production 1,999 1,736 3,735 1,319 929 2,248
" Transperiation 97 ;o 97 246 - 246
General and administrative 698 1,345 2,043 763 856 1,619
Depletion, depreciation and : '
aceretion : : 3111 3,830 6,941 2,239 1,784 4,023
Segmented income ‘$ 2966 § 6317 $ 9,283 $ 5109 $ 1902 $§ 7011
Non-segmented items K
Stock-based compensation ; (799) (348)
Interest . (379) {2,047)
Foreign exchange gain (loss) | (660) 44
Other income (expense) } 90 (70
Taxes (620) (567)
Future income tax expense i (826) (853)
Income applicable to non-controlling interests | (920) -
Net income % 5,169 5 3,170
R | | |
Identifiable assets ") $214,536 $181,1 18! $ 395,654 $130983 § 84,846 §215829
] ' .
Capital expenditures ™ - $ 33,632 § 24272 % 57504 $ 27031 § 5063 § 32,004

" Canada and Other includes Heavy Oil Business Unit exﬁebdirures of $4.5 million in 2006 (2005 — $10.6 million), identifiable

assets at September 30, 2006 of $76.3 million (2005 — $43.3 million), and negligible revenue and expenses.




Nine months ended September 30,

2006 2005
Canada Canada
and Other  Colombia Total _and Other  Colombia Total
. Revenues
Oil and natural gas $ 36693 3§ 36806 $ 73499 $ 27007 % 15564 $ 42571
Royaliies (5,707) (2,954) (8,661) . {5,502) (1,245) (6,747)
30,986 33,852 64,838 21,505 14,319 35,824
Expenses
Production 5,320 4,403 9,723 3,884 2,685 6,569
Transportation 358 - 358 714 - 714
General and administrative 2,904 1,356 6,260 2,905 2,651 5,556
Depletion, depreciation and
accretion 10,495 10,435 20,930 6,292 5,119 11,411
Segmented income $ 11909 § 15658 § 27,567 $§ 7710 % 3864 $ 11,574
Non-segmented items
Stock-based compensation (2,536) (782)
Interest (2,535) (6,720)
Foreign exchange gain 106 44
Other income 300 501
Gain - 4,744
Loss on repurchase of subordinated notes - (542)
Taxes (1,880) (1,512)
Future income tax recovery 408 317
Income applicable to non-controlling interests (944) -
Net income $ 20,486 $ 17,624
Identifiable assets $214,536 $181,118 $395,654 $130983 § B4846 $215,829
Capital expenditures ¢! $102,000 $ 56356  $158,356 $ 44,203 § 15423 § 59716

M Canada and Other includes Heavy Oil Business Unit expenditures of $46.9 mitlion in 2006 (2005 — $15.7 million), identifiable

assets at September 30, 2006 of $76.3 million (2005 — $43.3 million), and negligible revenue and expenses.
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